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Royal Commission on Taxation, 

P.0. Box 466, 

Ottawa, Ontario. 

Sirs: 

This Brief is respectfully submitted on behalf 
of the member Companies of the Canadian Plumbing and 
Mechanical Contractors Association who sell and install 
approximately 90% of allthe plumbing, heating, air- 
conditioning and ventilating materials installed in Canada 
and whose approximately 1200 member firms from coast to 
coast employ over 95% of all organized labour in these 
Trades in the Dominion. 

Among the objectives of this Association, 
created by Federal Charter in 1942, is the responsibility 
to make representation with respect to Federal, Provincial 
and Municipal legislation for the improvement of plumbing 


and mechanical trades and safety and health legislation. 


PREAMBLE -- It is noted that the Commission has been 
enjoined to study the economic effects and structural 
deficiencies of the whole of the Federal tax structure 


and make recommendations for changes designed to remedy 
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these faults. It is noted, too, that the Commission has 
organized its research program into two main areas 
(1) Economic Studies and (2) Tax Structure Studies. This 
Brief will respectfully observe on the second portion of 
this program, bearing largely on the experience of 


members of this Association in the field of Construction. 


| 
| 
| 
| 
1. Computation of Income Under Long Term Contracts -- 
This Association had some part to play in the well known 
M.N.R. vs John Colford Contracting Co. Ltd. case 
conducted by one of its member firms John Colford Ltd. 
in relation to work done in the city of Montreal. Prior 
to the decision handed down in that case all billable 
work done in a given year regardless of whether it had 
been paid for or not, was to be taken into income for 
taxation purposes, The Colford Case decision ruled that 
holdbacks should not be considered as income until the 


final certificate has been issued by the architect or | 


consulting engineer, This has the practical effect of 


establishing the completed contract method since the 


holdback contains in the vast majority of cases, any 


profit to be earned on the contract. 


| 
| 
In cases of this nature it is respectfully 
suggested that the Act be amended to permit (a) the tax- 
payer to have the option of using the "percentage | 
completion" method of accounting, such election being 


exerciseable "contract by contract" as is the current 


situation in the United States of America, (b) legallizing 


the "completed contract" method of reporting income. 


Secondly it is recommended that, where property is sold 
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by a contractor on a mortgage, installment sale method 


of discounting be permitted, for example -- 


Sold for 
Cost 
Cash down payment of 
$1,500.00 - 2/15 x $1,500.00 
First year Principal paid 

on mortgage $150.00 

2/15 x $150.00 etc 


Interest to be added 


Taxable Income Sale Price 


$15,000.00 

13,000.00 

2,000.00 
200.00 
20.00 


If the Contractor sells the mortgage, he should: 


be taxable at his profit ratio. 


The principle here is 


that the forced credit sale (mortgage) bears cash taxes, 


which is a very heavy burden on the cash flow of the 


builder when he has to wait for the cash because of the 


exigencies forcing him to sell without outside mortgage 


money, 


Ze (a) Capital Cost Allowance -- It is strongly 


recommended that the rates of capital cost allowance 


should be reviewed so that tax incentive is available un- 


iformly to all taxpayers. 


Under present regulations the taxpayer is caught 


in the position he happens to be in at the time determining 


the base for his ability to claim, 


It is suggested that 


it would be desirable to more closely related capital 


cost allowance to the recovery of money expenditures not 


yet permitted for tax, with less regard to the assumed 


useful life of the asset, 
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It is also recanmended that, for capital cost 
allowance purposes, consideration be given in particular 
to removing the inclusion of all building services in the 
classification of the building, Examples are elevators, 
sprinkler systems, electric wiring, transformers, 
plumbing, heating, airconditioning. None of these items 
are dissimilar to "machinery and equipment" which bears 
a 20% rate of depreciation, but, because they are listed 
as “integrally a part of the building’, they bear only 
5% or 10% depreciation depending on the building. 
Sprinkler systems, for example, although they do reduce 
fire insurance rates, take so long to recover in terms 
of cost that, tax wise, the owner is better off to save 


his capital and pay the extra insurance premiums as he 


goes. It is suggested that the present depreciation 
regulations definitely discourage building improvements 
because of the low recovery rate for tax purposes. 
Specifically, therefore, it is recommended, without 
prejudice to (a) above, that services within the building 
should be evaluated in terms of their useful life, and 
not in terms of the building itself. 

(b) Depreciation -- It is noted that present legislation 
discriminates in the rate of depreciation of frame 
buildings as contracted with concrete and steel structures 
Steel and Concrete structures carry half the depreciation 
allowance that a frame structure does. It is suggested 
that, if encouragement is to be given to owners and 
investors to build better buildings, and buildings that 
provide a better fire risk and hence are less costly to 


communities which have to protect them from fire, 
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consideration should be given to accellerated depreciation 


for concrete and s#eel structures, 


i] 


4 3. Sales Tax - A/c and Tax Refunds -- It is suggested 


that the present differentiations for federal sales tax 


5 

6| Purposes petween airconditioning necessary for production 
,| (exempt) and airconditioning for the comfort of the staff, 
g| clients, patients or customers, (taxable) is ludicrous, 

9 End use, based upon proven necessity under a bill of 


10 goods for a sales tax exempt job, should provide an 
tmmediate exemption rather than the present costly and 
cumbersome necessity of paying tax and then applying for 
13| 2 refund, More generally, it is recommended that tax 


refunds, where necessary, should be immediate, subject to 


sales tax audit and interest payments if made in excess 
16 | of entitlement, The taxpayer should not be required to 
7 wait for his money until an audit by the Department is 


convenient. 


20 4, Taxation -- Employees Fringe Benefits -- It is 
1 recommended that the regulations be consolidated in 


92 respect to elements of the employee's remuneration with- 


93 held and vested in him in any kind of plan (deferred 


24 profit sharing, pension, welfare, supplementary unemploy- 
- 95| ment benefit etc.). It 1s suggested that these should 

6 be free of tax to the employee until such time as he 

97|| actually withdraws cash from it -- and allaable as a 

28 deduction to the employer. 


29 To avoid abuse, some restriction probably 


30 || expressed as a percentage of the employee's realized 
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1) income, should be established, and, it is suggested, that | 


2 this percentage should be scaled -- i.e. 

3 0 to $3,000.00 per annum - 20% 

4 $3,000.00 to $6,000.00 per annum - 15% etc. 

The inclusion of all such plans, approved only as to bona 
fides, under one comprehensive tax provision would greatly 
reduce the present cumbersome administrative procedures 


and encourage appropriate provision for future employee 


| 
| 
: 
welfare procedures. 

Present provisions for taxability of the employe 
upon receipts withdrawn from a plan based on the average 
of the three prior years tax rates etc, should, it is 
suggested, be left in, but modified to permit such 


benefits only where withdrawal is due to discharge or 


death. Under the present system it is felt that employees 


might be encouraged to change jobs merely in order to 
lay their hands on built-up credits under the tax privi- 
lege of three year's averaging. The employee should be 
permitted the option, if changing his job, to avoid 
taxation on accumulated benefits in the current year by 


leaving all or some benefits in the existing plan, or if 


Provincial machinery exists, allowing it to be transferred 


and deferred to some central plan. 
Respectfully submitted 
CANADIAN PLUMBING AND MECHANICAL CONTRACTORS 
ASSOCIATION 


PER R. Davidson, General Manager, 
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THE ROYAL COMMISSION ON TAXATION 


Mr. Kenneth LeM. Carter, F.C.A., Chairman 


Brief 
THE ALUMNI GROUP 


SCHOOL OF ECONOMIC SCIENCE 


Toronto, Ontario. May 14th, 1963 
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SUBMISSION BY THE ALUMNI GROUP OF THE SCHOOL OF 


ECONOMIC SCIENCE TO THE ROYAL COMMISSION ON TAXATION 


ANGUS, STONEHOUSE & CO. LTD. : 
To Mr. Kenneth LeM. Carter, F.C.A., Chairman 
of Royal Commission on Taxation and to the members of 
the Commission: = 
This brief is presented on behalf of the 
ALUMNI GROUP of the School of Economic Science. 
The School of Economic Science is a non-profit, 
non-sectarian and non-political institute 
chartered by the Province of Ontario. It is a 
member of the Canadian Association for Adult 
Education. Extensions and sister schools are 
active in many countries of the world including 
the United States, the United Kingdom, Denmark, 
Spain, the Phillipines, Australia and New | 
Zealand. The purpose of the School is to 
provide a forum for detached and scientific 
inquiry into basic principles or political 
economy as they affect the citizen and the 
political institutions of society. 

Membership in the ALUMNI GROUP is restrict 
ed to those who have completed a comprehensive 
study of the Science of Political Economy and 
received a diploma for the effort. 

The ALUMNI GROUP believes that the price 
of freedom is continual vigilance. If social 
or economic injustices exist in our society, 
the very knowledge of these injustices demand 


action. Since members come from all walks of 
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L life, and form a good cross section of society 
2 in general, we feel that we speak with the 

3) authority of an informed citizenry. We embrace 
4 no special interests save cae of sound 

5) government and basic human rights. 

6 It is with this impartial point of view 

7 that we respectfully submit this brief. 

8 
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1 PART I 


{ 
2 INTRODUCTION 
3 It is the intention of this brief to show that 


4! the problems in the Canadian economy of unemployment, 

5 inflation, recessions, foreign control of industry, tax 

6 evasion, high cost of living, complexity of tax are: 
7) ana many others are in reality only manifestations of | 
8] one problem. We intend to show that a sinew of steel, 

9| links all of these symptoms in such a way that a tug on 


10| the wire in one area automatically triggers off reper- 


11) cussions in all other areas. (1) 
12 THE PROBLEM 
13 This then is the basic problem: 


if| The failure of government to stay out of the field of 
15 enterprise that is best left to the unrestricted and auto- 


matic functioning of private citizens and legitimate 
corporate bodies; and the failure of the government to 
husband and administer those assets that, by their very 


nature, are held in trust for Canadians as a whole. (2) 


Trade and commerce can best be carried on by 


the unrestricted interactions of of individuals operating 

in a free market. This requires no governmental planning 
past the laying down of ground rules to protect the 

economic rights of individuals from the eticooucee of 

other individuals or the state. Government unsurps these 
nights by competing in business or assisting privileged groups 
to earn a living at the expense of all other citizens. In 


a truly free economy no group can call itself "the 


backbone of the nation" as every segment in interdependent 


for its goods and Services on every other Segment. There- 
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! fore, no ee deserves a privilege, by special govern- 
2| mental consideration, that is denied to any other segment. 
3] It is both morally and legally unjust. (3) 

4 The failure of the government to protect 

S| the natural rights of property held in common by society, 
6 by collecting an adequate tax or rental for the use of 

7 this property, has led to the appropriation of these 

8 common rights by private individuals. This, in effect, 

9 means that governmental bodies have given away, or allowed 
10) to be taken away, the very assets of society, they are sworn 
11] to protect. It means that control of these assets now 

12/ rests in the hands of a small number of individuals within 
13 Canada, and in foreign countries, that should rest only 

14) in the hands of our elected representatives. (4) 

15 Render to society that which belongs to society, 


16 md to the individual that which truly belongs to the in- 


17 qividual. (5) 
18 THE SOLUTION 

19 The majority of taxes levied at the three levels 
20) of government are a tax on production and as such lead 

21) to Slow-downs, cut-backs and in some cases cessation of 
fe production. This results in unemployment, recessions and 
23|| 3 need for still higher taxes to remedy the problems so 
24 created. (6) 
25] At the same time, existing legislation allows 
26 private individuals to use the assets of the community 

27 at far less than their true market rental value. (7) 
28 The function of government, therefore, is 

291 to collect only that which justly belongs to the 

30 


community and expend only that which will benefit as 
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a whole. (8) 


The Canadian citizen is now at the breaking 
point where he pays taxes, taxes on profits and taxes 
on taxes on profit. He is so shackled by taxes from the 
cradle to the grave, and beyond, that he has virtually 


become an employee of the state for 3 hours and 12 min- 


utes of every working day. We now face the immediate 
decision in Canada of whether the state is created to 
serve man or man is created to serve the state. Canadians 


must be free to pursue their private and personal way of 


life without being hampered by governmental restrictions. 
A citizens only obligation is to share in the cost 

of community services' in direct propertion to the bene- 
fits he receives. No group should enjoy privileges by 


being exempt from the payment of their just share or by | 


being given a share from the public fund that they have 
not earned. (9) 
Therefore, the solution is this: 


ONE - The government must vacate the field of private 


‘business and remove all taxes and restrictions that 


| 
| 
hamper the free flow of goods, 
TWO - The . government must take measures to immediately 
| 
| 


collect the full economic rent produced by the assets of 
tml Se An Dv Nh th en aoe AD ocean MAST et ADE 


society and use this fund to run the common business of 
society. (10) 

In the following pages we will present arguments 
and information to establish these measures as the only 
just and permanent basis for any change in the tax 


structure of Canada. We will show that what is needed is 


a reduction in the number of arbitrary taxes and a return 
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1 return to a simplicity of taxes based on sound and 

2] scientific principles. These principles will guarantee 

3| the rights of the individual and the rights of society. 

4 (11) 

5 In the remarks of Commissioner J. Harvey Perry 
6| at the Canadian Tax Foundation's Annual Conference on 

7| Nov. 26, 1962, he said: "It would appear from the 

8] great amount of unhappy noise he is making that the Canad- 
9| ian taxpayer is badly in need of some form of succor, 

10} but before attempting to prescribe, the Royal Commission 


11) must make up its mind whether the condition calls for 


12] surgery, medicine or phsyciatric treatment. The more prec 
: isely the symptoms are described the less danger of a 

14| wrong diagnosis". 

; The ALUMNI GROUP is in full agreement with 

16 


this line of reasoning. It indicates that the present 

17|| commission is prepared to treat the malady at depth rather 
18) than trying to apply hot poultices and cold compresses, 

19/ to the exterior of the body politic, in hopes that 

20] the swelling will temporarily disappear. Out of sight, 

21] out of mind, simply means that the internal cancer will 


22| erupt at some other place in some other form. (13) 
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1 PART II 

2 GENERAL COMMENTS 

3| Since the general aim and purpose of a Royal | 
4| Commission is to get the correct answers we must proceed | 
5| by first asking the correct questions. The value of a | 
6) skillful lawyer comes not from the literary qualities of 

7| the witnesses! replies but from the rapier thrust of | 
8) precise questions that demand precise answers. Only siesta 
9| can the judge and jury render a just verdict. (14) | 
10 We propose in the beginning to ask more 


11) questions than we answer. We will indicate the answers 


12) in summation and also indicate further areas that the 


13] Commission may wish to carry out. (15) 
14 FOUR KINDS OF TAXES | 
15 All taxes in Canada can be placed in four genera 
16| categories. The effects on the economy of raising, lower- 
17|| ing or abolishing all of those of the same category will 
18, be shown. (16) 
19} 1) Payment for Value Received 
20 This includes all taxes, levies and 

licenses where the pyee receives some direct benefit 


society as a whole and would bear a direct ratio to the 
amount paid. 
Examples: Local Improvement tax, Water rate, Land tax, 
Gasoline tax, Toll bridge fee. (17) 
2) Payment for Protection and Insurance 

This would include all services that the tax- 
payer does not benefit from directly except in times of 


fl 
| 
| 
| 
| 
| 
| 
| 
from the use of the facilities or goods belonging to 
| 
emergency. All taxes in this category are tn the form | 
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1] of "premiums" to pay for contingencies that cannot be 

2| covered by private contract between individuals but must 

3| consist of a contract between the individual and the 

4| rest of society. 

5| Examples Police and fire protection, national defence, 

6| criminal and civil law courts, etc. (18) 

7\ 3) Payment by Ability to Pay 

8 This would include all taxes that government takes 


9| from the individual or corporate group in a direct and 


out recompense, and what belongs to society cannot justly 


10| increasing ratio to the amount earned but gives no corres 
11} ponding increase in benefits received. 

12 Examples: Income tax, corporation tax, succession duries 
13] and inheritance tax. (19) 
; 4) Payment by Ability to Purchase 

15 This is a levy on the cost of production and 

A eee not confer any direct or measurable benefit 

17| to the taxpayer. 

18] Examples: Federal sales tax, provincial sales tax, 

19] liquor and tobacco tax, tariffs and property tax (in 

20| installments). (20) 
21 THE RIGHTS OF MAN AND THE RIGHTS OF SOCIETY 

ew: The basic principle of human freedom of the 

23|| individual, Iving in society, is that what is produced 

24) by the legitimate effort of the individual belongs to 

25 that individual and what is produced by society as a whol 
26|| belongs to that salen What belongs to society may be 
27 used by the individual upon an equitable payment of rent 
28| or tax to society. What belongs to the individual then 
29| cannot justly be expropriated for the use of society with 
30 
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1| be expropriated for the use of the individual without 
2|| recompense. (21) 
;| This basic principle of democracy guarantees 
4| the rights of the individual in society and the rights 
5| of society from the individual. (22) 
6 HOW SOME TAXES INTERFERE WITH THESE RIGHTS 
7 In the ligt of the preceding paragraphs let us 
8|| now examine the Four Kinds of Taxes. (23) 
| 1) Effects of Payment for Value Received Tax 
10 This is the most just type of taxation because 
11/ it clearly measures the benefit that the taxpayer receive 
a” from the use of a community asset. It also protects the i 
=! rights of the community to receive a just rental fee. | 
14|| The simplest example would be the payment of a fare for - 
15 | use of public transportation. | 
“| 2) Effects of Payment for Protection Tax : 
u Many types of insurance rightly belong in | 
18 | the domain of private enterprise when the contract for | 
19| insurance is of a private and voluntary nature. It rene 
at the discretion of the individual is he wishes to pro- | 
21) tect himself from loss of personal possessions by fire | 
22) theft, and the loss of earning capacity through sickness 
23|, and accident. But some types of insurance and protection 
24 by their inherent nature are monopolistic as 
25 they affect society as a whole rather than the individual 
an These would include fire protection to safeguard the 
a community, police protection to quell lawlessness and 
| riots, medical health departments to prevent or handle 
29 epidemics, and national defense to protect national interests. 
| 
| (25) 
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No individual should be expected to provide 
his own police, army, navy or air force. And conversely 
no government should enter into any contract that con- 
cerns only tle private business of the imnividual. The 
role of government is to do for the individuals as a 
group, those things that will benefit the group, but 
cannot be accomplished by individual action. The role 
of the individual is to do for himself all that will bene- 
fit him personally and that will not interfere with the 
equal rights of others or the rights of society as a 
whole. (26) 
3) Effects of Payment by Ability to Pay Tax 

Of all taxes this is the most inequitable and 
discriminatory in namre. It does not differentiate 
between those fortunes that have been made by honest 
toil and those that have been created by some privilege 
that society has surrendered to the individual. If earn- 
ings have been created by the individual they justly 
belong to the individual. If they have been created by 
the activities or presence of society then they rightly 
belong to society. Present tax laws take little cogn- 
izance of the essential difference in the nature of what 
money represents at different times and in different 
places, 

4) Effects of Payment by Abilityto Purchase Tax 

This is the most vicious of all taxation as it 
bears most heavily on those who have not the ability to 
pay. It causes the most human suffering, misery and 
degradation because by its very nature it must be spread 


over a broad base of the necessities of life. The 
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hundreds of hidden taxes that adhere to milk, bread, meat 
and other staples slice a larger percwitage off the 
meagre earnings of the poor than they do off the 
incomes of the middle or upper classes. Taxes on luxuries 
can be avoided by not buying luxuries but taxes on nec- 
essities can only be avoided by dying. (28) 
PART IIL 

BASIC ECONOMIC PRINCIPLES 

It is time to return to the ABC's of economics 
to see where we have gone astray. The professional 
economists have not yet come up with a solution to the 
national dilemma. The next few pages will be devoted to a 
rediscovery of basic truths that we dare to ignore only 
at the country's peril. (29) | 

The Two Axioms of Economic Motivation 
1) Man seeks to satisfy his desires with the least | 
exertion, 
2) Man's desires are unlimited, 

Why iswealth produced? Only to satisfy the 
continuing needs of man. The basic need of food, shelter | 
and clothing must be met first. It becomes the way then : 
the intelligent man to satisfy these needs with the 
least possible exertion. When these basic needs have 
been looked after man then has greater and greater desires 
which he promptly tries to satisfy with less and less 
effort. (30) 

This is the driving motivation that has led 
man steadily up the ladder of progress to the high level 
of civilization that we enjoy today. It is not greedy to 


want more and more of the finer things of life. It 1s 
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1} natural instinct. Am it is not laziness to attempt 


2| to ge them with less and less effort. It is natural 


3] reasoning. (31) 
4 The Three Factors of Production 
be To truly understand the nature of taxes we 


6]| must first understand th nature of wealth, From the 


7| standpoint of political economy there are only two origina 
8] elements in the world - man and nature. The active and 
9/ the passive, (32) 


10 The element nature is the vast warehouse 


11) from which man draws all that he needs to sustain life, 
12||He dies without access to it. ‘The rolling fields, the 

13| trees in the forest, the oil in the ground, the fish in th 
14) ocean, the wild animals and birds, the acreage under his 
15| farms and cities are all vital to his survival. In short, 
16) the term LAND is used to designate all thathas not yet 
17||been changed by the exertion of man. It is passive. (33) 
18 The active exertion of man to wrest the bounty 
19) from nature includes the moving, combining, separating, 

20} securing or inother ways modifying what is found in nature 


21) to fit it for human consumption or use, All human 


22) exertion, both physical and mental that 
23| enters into this process is termed LABOUR, (34) 


24) It is active, 


3 By the application of Labour to Land we create 
26/a product not found in nature, This product does not fit 
27||into the definitions of the two original elements and 
tell aeacias is quite different in its properties. To fit into 


29 the study of political economy it must be material, be 


30! capable of satisfying human desires and have exchange 
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1/ value. This is WEALTH. (35) 
| 
3] manufactured, boxed, piped, moved, separated, combined, 


2 Wealth then is all of those things grown, 

drilled, mined, or in any other way for human use. (36) 
Money is not wealth since it is incapable of 

satisfying human desires. We do not eat, wear or 
sleep in money. Its only value comes when we have exch- 
anged it for wealth that we cam use. Money is a receipt 
for wealth much like a baggage check is a receiptfor 

10| baggage. (37) 

11 Wealth can be divided into two categories. 
‘ie we have those products that are used in their presen 


form to directly satisfy desires. They are used up and 


| cease to exist. (38) 


Secondly, we have those products that are not 


16|| immediately consumed but are used to produce more wealth. 
17| The whole range of tools than man uses in creating more weal- 
18 th is termed CAPITAL. Money is not Capital. It is a | 
19] receipt for Capital. (39) | 
These are the three factors of production. Therd 

4 


are no others. And the natural laws that govern the inter 


actions of these three factors explain employment, taxa- | 
tion, rent, wages, interest and human motivation. (40) 


To Sum Up 


Land is the entire universe except man and his products. 


| 
Labour is all human exertion in the production of wealth. 
Capital is that part of wealth used to produce more | 


wealth, 


Wealth is all material things produced by human labour for 


the satisfaction of human desires and having 
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1 exchange value. 

2| Examp Les 

3\Field, farmer, tractor - land, labour capital 
4/Stope, miner, drill - land, labour, capital 
5ifree, 'jack, saw - land, labour capital 

6|King & Bay, mgmt. & staff, bldg. & furn. - 1,1l.c. 


7\Iron ore, car assemplyman, dies & jigs - 1,1l,c. 


8 HOW WEALTH IS DIVIDED 
9 It is possible to have wealth produced by Land 


10|and Labour alone, but in our modern society practically all 

11) production is aided by Capital. Therefore, all wealth that| is 
12|produced by Land (the raw materials and natural resources), 
13|Labour (The human exertion needed to convert these materials) 
14| and Capital (the tools to aid Labour) must of necessity 

15libe divided three ways so that each factor of production 
16|receives its share in relationship to its contribution to 

17 || production. (42) 
18|WAGES is the term used for the share received by Labour. 

19|It may take the form of salaries, commission, hourly rates, 


20 bonuses, or any other designation but, in economic termin- 


21jjology, the term wages covers all rewards for physical or 
22\imental exertion that results in the production of wealth. 
23|It is that portion paid to the active factor. (43) 


24\\INTEREST is the term used to denote the share that is paid 


25|for the use of Capital. It is that amount that is nec- 


26|essary to obtain and replace machines, buildings, trucks, 
27 |\trains and all else necessary to aid production except Land 
28|}and Labour, It is payment for the use of energy stored up fin > 


29|this passive factor. (44) 
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re 
OV 


: 
i/RENT is that share of wealth that is paid for the use of 


2iLand. This includes all natural resources as well as 


w 


agricultural and urban land. It is payment for the use 


4\of the virginal, passive factor, (45) 


wr 


The Laws of Rent, of Wages and of Interest. 
6 We now have three clearly defined factors of 


~J 


production (Land, Labour and Capital) and three clearly de- 
8|fined divisions of wealth (Rent, Wages and Interest). It 
9/remains to be shown who gets what share and why. This we 
10|will do in a correlation of the three laws. (45) 
11 To illustrate how these three laws work 

i2|let us picture, in our mind, an imaginary island. It is 
13|fertile with a few small streams draining into a well 


l4|protected harbour, It has some open country along with 


he normal amount of trees, plans and rocky prominences, 


t is uninhabited by very habitable. (46) 


Along comes a small ship of settlers looking 
or just such a place to start a new life. They land 


d, after a short survey, each man picks his piece of 
and. (47) 
28 These pioneers know that each acre will yield 100 


ushels. With a man doing a full days work, assisted 


y his faithful mule and plow (his capital), one acre will 
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1} be a full time occupation. His returns will be diminished | 
2| only by the 30 bushels (interest), necessary to maintain and 
3| replace the mule and plow, leaving him a comfortable v4e) 


oe to live on, This good land is plentiful so each 
| 


5|man takes 4 acres - 1 to work on and 3 for some future 

6, use. He registers his deed. Since the best land lies in 
7 the Same general area, the settlers are comparatively close 
8| together. (48) 


9! Yield 100 


si The next year along comes anotier Shipload of 
Hi ecktiers. They land, They look the island over, since all 
18 of the 100 bushel land is taken, they settle on the next 

19 best land, which will raise 90 bushels with the same effort. 
20 ‘They each take 4 acres - 1 to live on and 3 for future 


2ijuse. Everybody is friendly and Yield 100 90 


28 The following year another ship comes over the 


orizon with a jolly band of humans in search of a "good 


oe to earn a decent living”. They land and survey the 
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l/situation. They find that they have the choice of going 


2\ito the 80 land, that can be had for nothing, or settling 


3ion some of the unused land and paying rent. 


But how much rent? And who decides? 


than 20 for 100-land and 10 for 90-land. The new 


ontracts are signed, in an amicable Manner, and life 


13lreturns to normal. 


(50) 


Since every man wants as much as he can get for 
the same amount of labour the new arrivals decide they 
ill not pay more than 20 for 100-land and 10 for 90-land, 


he original settlers decide they they will not accept less 


arrivals have reasoned that they must have 80 left for 


hemselves no matter what land they use. Yearly rental 


(51) 


14 Normal, that is, except that some of the first 


ISbettlers lay awake nights, wreathed in smiles, at the 


16 wonderment of doing no more work than in the previous 


yar 


17ffor their 70, and having another 60 handed to them for no 


18effort whatsoever. Some of the new settlers wondered a little 


19pbout this too, 

20V¥ield 100 gO 80 
21 
22 


23 


26 

27 Rent 20 10 Free 
28 | Wages 50 50 50 
294 Int... 30 30 30 
30 


(52) 
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| 
ANGUS, STONEHOUSE & CO. LTO. | 
1 The next year, long before any ship came into 
2| view, settlers were seen down near the shore gazing out to 
3|sea. When the ship did finally put into shore there was a 


4|\mad scramble of activity. All contracts were up for re- 


Sinegotiation. And the best unfenced the best land would go 


| 
6/up to 30 and all wages would drop to 40, (53) 
7| Some of the first settlers gotso carried away | 
8/ithan when the smoke cleared they found that they had | 
9|rented all four or their acres for a total of 120 and had i 
10/no place to live. They were forced to sell their faithful | 
11/mules (to a used mule dealer) and move on to a new communit 

\2iof Firstville. After paying 10 in rent for the third of an| 
13); acre this left them with 110 with which to support the newly 


| 
~ Wlorganized country club, cultural centre, etc. (54) 


ISi¥ield 100r 90 80 70 


22|Rent 30 20 10 Free 


23|Wages 40 40 4o- do 


24/Int. 30 30 30 30 

25 Small craft put to sea the next year in search of 
26/a ship - any ship. When the ship was sighted and shep- 

27 |herded into harbour, by the small flotilla, yearly contract 
28 were quickly signed. When it was all over, wage earners ha 


29 taken a cut of ten (putting them on a level of the mules), 
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iiwhile many members of the Firstville Bridge and Luncheon 


2| Club congratulated one another for the fact that by hard | 


3|work they had increased their earnings by 40. But they all 
4| looked up to one member who, early in the spring had left 
5|the land he was renting and staked out half of all the free 


| 
6|'70 land on the island. He of course went to the registry 


7ioffice and had it registered in his name, E.P. Turner. 


8||He now built a 50-room castle high on the hill overlooking 
9|Pirstville. (55) 
10 Firstville was now quite a metropolis and 


il|;demands were being made for all sorts of services - 


12|\streets, sewers, lights, police, etc. Money was needed 


13|\badly to fill these demands. The mayor and a properly 
14|elected group of "property” owners sat down to deliberate. 
15]/In their wisdom, and to show no favoritism, it was dec- 


! 


16|ided that each mule and each man on the island would be asses- 


17||sed 5 per year, 
18|/Yield 100 90 80 70 60 : 
I9 | 
20 

21 

22 

23 

24iRent 40 30 20 #10 + #£«=¥Free 

25|Wages 30 30 30 30 30 

2691 NG i. SO SOO ee Ae 

27 The next year, after the ship had arrived, the 


28 |Firstville citizens found that they had 185 (after taxes), 


29lE.P. Turner had 23,655 (after taxes), the mules had 25 


30\(arter taxes), and the workers had 15 (after taxes.) The 
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worker, however, quickly rectified this by kicking the mule 


— 


4 forcefully in behind the scenes arbitration, until he got a 
3 bigger share. They settled for 20-20, The Firstville cit 
4 zens, in a burst of charity, subscribed 10 each to the 

5 Founders Unérprivileged and Emergency Fund, (E.P.T. set up 


5| his own with 175), to help look after the poor and 


7| needy sons of workers and sons of mules. (57) 
8 There was unrest in this once serence island. Th 
9 mules kicked the men and the men kicked the mules. Where once 


10 they had worked together in close harmony, these now sometimes 


11 stopped to talk things over for a day or two (with a conse- 
12/ quent loss of production). Some men were out of work because 
13||their mules were too sick and near death to go any further, 
14||Some had broken plows and couldn't afford to repair them. 
15/The island had problems - unemployment, lack of capital, 

16 uncollectable taxes, poverty, sickness, under-production 


17 many others. The end looked near. (58) 


1I8ivyield 100 90 80 70 60 50 40 
19 


20 


21 


22 
23 


24 


'25/Rent 50 40 30 20 10 Free 
2%\wages 20 20 20 20 20 20 
27iInt, 20 Seo mao) sow cow Zo 


28 While all this had been going on, one studious 


9 
2 new settler had been quietly walking about the island 


30 


making careful observations. He counted people, looked at 
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1| soil, measured roads, inspected sewers and a host of other | 

2| things. And he noted it all in a little black book. His lamp 
3| burned late at night for many nights. By mid-winter he ha 

4| completed his computations. Now it was time te act. Durin 
5| his inspecting he had also noted certain individuals who i 
6| possessed wisdom and perception, judgment and knowledge, 


t 
7| and above all a keen sense of justice, He now called together 


8| his commission of five men and one woman and told them of 


g| his findings, (59) 
10 He observed that the rent of land is determined 


11 PY the excess of its produce over tha which the same 


12| application of labour can secure from the least productive 


143 land in use. The Law of Rent. 


15|maximum amount Capital can demand without losing the use 


16|)0f Labour, The Law of Interest. 


17 He observed that wages are determined by the 


| 
; 
“ai He observed that interest is determined by the 
| 
| 
| 
1g/™aximum amount Labour can demand without losing the use of | 

{ 


19;Capital. The Law of Wages. 
20 | In his general observations he said that Rent, 


21|"ages and Interest are all determined at the Margin of 
22)Production, i.e. the point between free land and 
23\rental land. He pointed out that since man had tamed the. | 
24 cube and made the plow, they were meant to work as a team. 

g5 their interests are identical as they must dividewhatever 

26 Wealth is left after Land has first taken its Share. He 

27 also noted that interest and wages are directly attributabl 
7g to the effort of Capital and Labour, but rent has no 

29 relationship to the efforts of the landholder. In fact, rent 


Qiis attributable to the collective presence of Capital and 
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1| Labour. (60) 
2 Porbably his most important revelation to the 
3|commission was this startling fact. Where population is 
4|densest and the wee for community expenditures greatest, 
sirent is the highest. Where population is sparse, and the 

6| community needs negligible, rent is the lowest. The member 
7ifaces lighted up at the profound simplicity embodied in 
githis well-researched and well-thought out principle. (61) 
9 But, did he have a plan? Yes. Since less than 
10/20% owned all of the land, and more than 80% had no voting 
11|\rights, this would have to be rectified immediately. 
12|\Since the source of wealth created by society was at the 
13||point where it was needed most it would have to be taken 
14\|\as taxes. Since the highest taxes would be at the point where 
15| Capital and Labour had participated in its creation, no 
16|further demands could be made on Capital or Labour, If 
17||Labour increased its skill, and consequently its earning 
1g\|\capacity, this entire increase would go to Labour, If 


19||\Capital improved its techniques of production, and conse- 


20||\quently its earning power, the entire increase would go 
21)\to Capital. But in return for this freedom to increase earn 
22\\ings, without further taxation, Capital and Labour would 


23\|\not be granted any assistance or privilege that was not 


shared by all others. (62) 
The Commission approved the plan heartily and 

proceeded to put it into effect. Taxes were lifted 

from the back of the mule and he returned to the fields 

with his untaxed master. Many Firstvillains of the 

leisure class returned to the fields. Others went into 


the service industries and professions. The Founders 
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1| Underprivileged and Emergency Fund was disbanded and the 


3i|pools were built. A Firstville Transit Board was set up 


4 


wm 


8 


9 


10 


and a complete surface transportation system was run witho 
the payment of fares. This was deemed equitable as the 


highest concentration of taxes that paid for it was also 


| found to be the exact centres of highest use. And every 


day from noon until 10 P.M., on the hour, guided tours 
were conducted through the 50-room E.P. Turner Castle, 


high on the hill overlooking the thriving city of 


| Firstville: (63) 


| 

2|premises turned into a free community centre. Three swimm ! 
u 

| 

| 

| 


This is the end of the story. 
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| our country to foreign ideologies, as others recently 


| world then we have nothing to fear, if it isn't, we had 


| vetter take measures to correct it now. (64) 
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PART IV 


LASTING EFFECTS OF THIS COMMISSION 


Apart from the obvious recommendations that this | 


| commission may make to the government regarding sources 


of revenue, there is a more vital and far reaching purpose 
to be served. Most taxes and tariffs are computed and 
levied with flagarant disregard for any scientific 


principles. Agitation for action is pressed by organized 


| pressure groups and legislation passed as a matter of 


political expediency. All of these arbitrary measures 


| are like chickens that come home to roost and manifest 


themselves in unemployment, strikes, inflation, depressed 
|areas, poverty and sordid social problems, Taxes levied 


because of pressure groups lead to inequities and in- 


equities in society can lead to a general breakdown of 


the democratic structure. We may find ourselves losing 


have, through default. If our system is the best in the 


THE CORPORATION OF CANADA 


It might help to visualize the true picture if 


we take a minute to consider Canada as a corporation and 
every Canadian citizen as an equal shareholder. The total 
assets of the corporation would be the value of the count 
| (minus personal wealth) if we were to put it on the auctio 


block tomorrow. (65) 


As equal partners we would share equally in the 
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| should share equally in the rental proceeds. Since ail 
| parts of the country are not equally desirable they would 


| not rent for the same amount. But the 18,000,000 new 
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proceeds of the sale. If we rented rather than sold we 


citizens would soon decide by open auction who was going 
to take what locations. And they would be satisfied, 
knowing that those locations withthe highest rentals 
afforded the best communal services as well as the best 
trate opportunities. (66) 
The ALUMNI GROUP estimates the total value of 


Canada at $150 billion and the rental value at $103 


biliion, (ey) 4 
Each citizen in Canada, then, has a dual role to| 
play. On the one hand he is an equal owner and entitled 
to an equai share. On the other hand he is a tenant and | 
as such must pay in accordance to the size and type of | 
space that he wishes to occupy. (68) 
Of course it is not necessary for each citizen | 
to receive his dividend in cash or by cheque. In fact 1% | 
would be foolish. All that is necessary is to have that | 
amount applied to the running of the country in lieu of any 
furtner beeivie, (69)} 

In this way the citizen would discharge his 
responsibility to the country and the country would 
discharge its responsibility to the citizen. It would als 
insure the economic rights of an individual when he was 


| 
| 
| 
| 
| 
| 
| 
born and relieve his heirs of all further duties when he | 
died. (79). | 
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1 | A TAXATION PLAN TO DRIVE THE CANADIAN ECONOMY 
2 | AHEAD AND REDUCE UNEMPLOYMENT 
3 
The taxation system in Canada, at the three levels 
; of government make it difficult to accumulate capital to 
: invest in industry. When it is accumulated and invested 
: in business, tax destroys the motivation to hit top 
; production levels. Government insists in taking a larger 
; and larger share as production increases. (71) 
‘ When a manufacturer has completed all the 
. necessary preparations to start producing he finds he has 
i an unwanted partner - the tax collector. This partner, 
: up to this point, has done none of the planning, scrimping 
or saving, or taken any of the risk. But from this point 
- on the unwanted partner's voice will assume an ever 
: increasing importance in every decision that the business- 
i man must make. And indeed he may become a type of 
dictator that will take all major decisions out of the 
: hands of the businessman entirely. (72) 


For sale of illustration let us assume that a 
manufacturer going into business has invested $1,000,000. 
($300,000 to buy the site and $700,00 for building and 
equipment). He is going to turn out a unit that sells for 
$3,000. (before taxes). Assume that unit production 
costs remain constant. (73) 

There are three ways in which a tax on this 
business can be levied. (74) | 
1) An Increasing Tax Per Unit Produced 

On the first 100 units the tax would be 5%, and 


would increase by 5% on each 100 thereafter. This is the 
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At some point this business will cut back or 


4| fail with the consequent increase in unemployment, In 


6| living. : (75) 


Tax Per Unit That Leads 


To Higher Cost of Living 


200 400 600 800 1000 


Units 


2) A Constant Tax Per Unit Produced 

On all units the tax is a flat 30%. This means 
that prices will start high and remain that way because 
there is no way to reduce them.,- (76) 
If this tax is levied near the level of the 
original manufacturer it means that all subsequent 
handlers will make a profit on the tax. This is true 

of all Sales Taxes except those collected at the point of 


sale, (77) 
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Tax Per Unit That Leads To 


A High Steady Cost of Livin 


3) A Reducing Tax Per Unit Produced 

Before production starts a $24,000 tax is paid. 
Although no further taxes would be collected, in effect, 
the tax rate on the first unit would be 800% (if no furthe 
units were produced). If only 100 units were produced 
the percentage would be 8 in effect. When 1000 units 


have been produced the rate would have dropped to .8%. 


Thereafter, it would reduce to insignificance. (78) 


Tax Per Unit That Leads 

To Lower Cost of Living 
$1,000 
800 


600 


200 =3=400 600 800 1000 


The original tax would be collected on 8% of the 
value of the site. This would reduce the cost of starting 


by almost $275,000. 
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4 The ALUMNI GROUP respectfully makes the aan 


1 PART .V 
2 
RECOMMENDATIONS 
3 
5| recommendations on behalf of all Canadians. (80) | 


6| FIRST: The government must immediately vacate the sphere 
7| of business that can best be carried out by private 
8| individuals and corporations operating in a truly free 


9] and competitive market, (81) 


10 SECOND: An atmosphere of 100% free trade must be created | 
11) in Canada. This would include absolute and unrestricted 
12] trade with other nations and absolute free trade between 

13] individuals within the country. By establishing an | 
14|| Economic Bill of Rights, labour could not be exploited | 
15] and would find employment at the highest point of return. | 
16 (82) | 
17) THIRD: The government must appropriate to itself, in the | 


18| form of taxes, those values created by society as a whole, 


19| The government must control, by means of taxes, those 


20 natural monopolies that are properly the only business 
21) of government. (83) 


22| FOURTH:. The government must create a clean cleavage, 


| 
| 
\ 
giving business the unrestricted right to carry on : 
legitimate business in any manner it sees fit. It must | 
also remove all special privileges and subsidies that have | 
been given to a select few at the expense of the many. | 
Then it must concentrate on running the business of 
government, which is the administration of the natural 


assets and created values held in trust for the entire 


population, The line of demarcation must be clearly drawn 
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is public business (84) 


J.W, Ramsay, Chairman, 
Taxation Committee, 
The ALUMNI GROUP, 

1318 Daimler Road, 


Clarkson, Ontario. 
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SUBMISSION FROM MR. ROGER POCOCK 


2 Box 785, 
3 Woodbridge, Ontario, 
4 March 22, 1963. 
3 
Royal Commission on Taxation, 
6 
Box 466, 
7 
Ottawa. 
8 
Gentlemen: Re: Submission of Brief 
9 
I assume it is the purpose of the Royal Commission on 
10 
Taxation to devise a system of levying taxes that not 
11 
only provides the necessary revenue to meet government 
$2 
commitments but also provides incentive for business 
13 
| expansion, encouragement for investors and does not stifle 
14 | 
ambition and the industrious quality in individuals. 
15 
This submission is not intended to specify or recommend 
16 
methods of taxation but to point out regions for further 
17 
study. 
18 
Three possible regions which are worthy of investigation 
19 | 
A: ey 
20 
| 1) A system of taxing stock market transactions that 
21) 
will encourage the genuine investor and discourage 
22) 
the "day-to-day" trader and "short-seller" who, 
23 
at present, have the effect of scaring away many 
24 : 
genuine investors. 
25 
2) Stabilizing real estate prices, mainly land, in 
26 |) 
the vicinity of expanding towns and cities by a 
27 
method of taxation that discourages speculators 
28 | 
| and reduces the number of intermediaries between 
29 {| 
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example, and the final user, that is, the 

2 builder or industrial purchaser. 

3 3) Revision of municiple property tax to 

4 (a) encourage the building of good quality 

sa industrial, residential and commercial buildings, 
6 (db) encourage landscaping and appearance 

1 improvement of industrial property, 

8 {e) assess and tax industry, commercial 

9 property owners and apartment owners on 

10 the amount of air pollution caused by 

il their permanently installed equipment, 

12 (d) impose a surtax on industries that by 

m4 virtue of their operation impose a heavy 

i burden is the municipalities' sewage 

15 disposal system, 

= (e) discourage the construction of fire 

i hazardous buildings, 

8 (f) Discourage unsightly outside storage and 

idl the accumulation cof refuse around industrial, | 
commercial and residential property, | 
a1 (g) aeons the holding of vacant land in a 
= district which has otherwise been completely 
oh developed, 

oe (h) abolish the tax dodge of lower taxes for an 
~ unfinished building. 
ae These may all be aspects of taxation which are either at 
i present under investigation or adopted in some form. In 
a which case, it is hoped that this submission will add 
29) further emphasis to these points. 
30 : 
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1. Capital Gains Tax - imposed by the Federal Government 


on stock market transactions - 


A sufficiently high tax on capital gains related to 
the period of time over which the capital was gained 
could be designed to discourage short trading and the 
buying of stocks in large quantities in order to make 
a quick profit on a small price increase of the stock, 
This type of trading, when carried out on a large 
scale, discourages the investor who wishes to invest 
his capital in an industry, mine etc. and is prepared 
to take either a reasonable profit or dividend over a 
reasonable period of time. The aforementioned type 

of trading is also of no assistance to the company 
that is seeking capital expansion by the sale of stock. 
The onus of collecting a suitable capital gains tax 
would be on the broker or bank through whom the stocks 
were sold and, of course, would have to apply whether 
a stock were registered or not. The principle would 
be to impose the tax on capital gains over and above 
7% per annum and the tax rate should be about 50% of 
the excess. The tax would be applicable to all stocks 
which had been bought and sold through banks or 
brokerage offices situated in Canada regardless of 

the country of residence of their client. It would 
not be practical to apply the tax to a stock sold in 
Canada but bought through a broker outside Canada. 
When selling stock, it would be necessary for the 
owner to submit a copy of the transaction slip obtaine 


from the bank or broker when the stock was originally 
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1 purchased. The selling broker would be required to | 
2 check this through his own books if the stock was 

3 originally bought through him or with ee broker 

4 through whom the stock was purchased. This would 

5 require records to be kept active by all brokers for 

6 a period of 5 years. In the case of stocks held for 

7 longer than 5 years, the broker would check the buying 
8 price by the monthly or even yearly average price of 

9 the stock at the period the stock was vurchased. 

10 This type of tax would be additional to the present 

11 provincial tax on all stock sales. The broker would 
2 require to be reimbursed for his efforts in collecting 
13 the tax. It may sound complicated and would involve 
14 a lot more than I have described but the collecting 
15} of this type of tax would be simple compared to the 

4 collecting of the Ontario Provincial Sales Tax and it 
17 would also be a very fair method of taxation. 

18 

i9| * Real Estate Capital Gains Tax - imposed by the 
20 Federal Government - 
a1 I propose a high tax rate be imposed on profits from 
2 real estate transactions where the vendor of the real 
23 estate has not made any improvements to the property 
24 during the time it was in his ownership. 
25 This, of course, applies particularly to land 
6 purchased by speculators and would be independent of 
27 the present Provincial Land Transfer Tax. Real Estate 
28 sold without profit or a reasonable gain, say 2% per 
29 annum, plus expenses incurred buying, selling and 

30 improving, would Not be taxable. The tax would be 
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based strictly on excess profit made on real estate 
transactions and should be about 50% of all in excess 
of sia oui aoe gain mentioned above. It would be 
applicable to all types of real estate transactions 
in Canada, residential, commercial, church, municipal 
and farm properties but would derive most revenue 
from transactions involving land adjacent to expanding 
communities. 
For example, a farmer close to a city has received an 
offer for his property from a land developer. The 
farm has been in his family for several generations 
and the purchase price of the land 100 years ago is 
shown on the deed as $300.00. The land had to be 
cleared of bush and stones, fenced, cultivated, 
buildings added etc. A reasonable gain for the 
vendor would be assessed as follows - 

Original price $300.00 

2% per annum on purchase price $2,173.00 

Cost of clearing 100 acres at 

todays prices $10,000.00 
Cost of teh ines once only, at 
todays prices $8,000.00 
Cost of buildings at todays prices $55,000.00 


Arbitrary figure for land 


improvement $4.00 per acre $400.00 
Selling expenses $1,127 00 
Total untaxable value $77,000.00 


But the farmer was offered $1,000.00 per acre, the 
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capital gains tax would then be 50% of $23,000.00. 
The land developer would then compute his selling 
price by adding the cost of developing, engineering, 
subdividing, road building, sewers etc. plus 10% 
profit on improvements, to the purchase price and 
dividing the total by the number of acres of saleable 
property. At the time of selling a parcel toa 
builder, the untaxable value would be the above price 
per saleable acre plus 2% per annum of the developers 
original investment divided by the number of saleable 
acres ee the size of the parcel being sold. This 
would establish the reasonable gain price and any 
amount received by the developer above this price 
would be taxable at the high rate. 

The developer would probably find that some parcels 
of land are choice location and will bring a high 
price and also that some are not very desirable and 
have to be sold at below the reasonable gain price. 
In this instance, the developer will be entitled to 


a tax rebate provided the tax rebate does not, of 


course, exceed the tax paid on the other parcels of 
property. 

The builder buying land from the developer would be 
sub jected to the same system of taxation. He could 
add to his buying price per lot the 2% per annum, plus 
the established value of the house or other building 
plus advertising and selling expenses, taxes, etc. to 
establish the reasonable gain price. 


The buyer of the house or building m@y wish to sell in 
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future years but it would not be considered that he 
originally bought the property as a capital gains 
investment, but to get use from it. Therefore when 
assessing the selling price for taxation, the 
reasonable gain price would be the purchaser's original 
price plus the cost of improvements plus 1% per annum 
of the original price. 

It might be argued that this type of tax would 
discourage land development and building. On the 
other hand, it would probably discourage land 
Speculation and more capital might be diverted to 
mortgages, thus encouraging building and land 


development in their correct sequence. 


Revision of Municiple Taxes to do away with outdated 


methods of assessment - 

Any revisions should apply to all municipalities, 
towns, villages etc., therefore a degree of federal 
or provincial control would be necessary. 

Firstly, an assessor for a municipality should be 
qualified for his work, that is, he should have 
Grade 12 education or better, a few years' experience 
in the building or an associated business, take a 
two or three year part-time course in property 
assessing and touch on architecture, surveying, 
landscaping, fire prevention, industrial safety, 
public health etc. He should qualify by passing a 
government sponsored examination. 

A few proposed revisions in municiple property tax 


worthy of Serious consideration are listed below:- 
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The tax assessment should encourage the use 


of good quality safe building. At present, 
municiple taxation systems discourage good 
quality building and it has been up to the 
mortgagee and insurance companies to maintain 

the quality of buildings. 

The old system of assessing a property by its 
frontage on the street, the size of building 

lot and the size of the building is, with a 

few exceptions, the most fair and logical 
system. However, two houses or other buildings 
may have the same lot size and the same useable 
floor space within the building but one house or 
building is built of brick and the other of 
wood, Both require the exact same services in 
the way of street upkeep, sewers and garbage 
collection; the wooden building is probably a 
bigger liability to the fire department and 


police department and yet the better quality 


brick building is assessed higher than the | 
wooden bullding. This is not logical. Ali | 
buildings should be assessed on their area of | 
useable floor space and the services they demand 
from the municipality. The one of a well 
constructed and well maintained building shoei 
not be penalized while the owner of the poorly 
constructed or dilapidated building gets the 
benefit of a lower assessment. This is not only 
unfair but encourages a poorly developed community, 


leaving the aesthetic appearance of a district 
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to be created by those residents with a pride of 
ownership. 

Landscaping which improves the general appearance 
of a district should be encouraged by assessing 
the size of a lot only and not the extent of 

the landscaping. Properties found to be poorly 
kept one year should have their assessment for 
the following year increased. 

Commercial, industrial or apartment properties 
which produce excessive amounts of smoke or air 


polluting fumes by virtue of their nature of 


| 


operation or equipment they have installed, should 


be additionally assessed for the amount of air 
pollution they cause. 

Foundries that produce excess amounts of smoke 
and dust, industries with paint spray booths with 
fumes vented to atmosphere without prior washing, 
apartments with poorly maintained coal burning 
furnaces and incinerators where the smoke is not 
controlled, service stations which vent their gas 
storage tanks to atmosphere without condensing 
the vapours. These are all sources of air 
pollution that can be measured with equipment in 


the possession of the air pollution control 


| 
| 


| 
departments in most large cities. As air ¥ 


can be measured it can be assessed and taxed 
accordingly. In the majority of instances the 
sources of air pollution can be reduced or 
abolished and the tax would be the incentive for 


industries etc. to do something about air polluti 
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A somewhat similar tax could be applied at the 
provincial level to mobile equipment producing 
air pollution. 

Certain industries and commercial enterprises 


impose a higher than average burden on the sewage | 
disposal plant in their municipality or cause 
pollution of local streams or rivers. A pessonably 
accurate assessment of a companies sewage cpp aoe 
burden or amount of water pollution could be made | 
from the nature of the company's business and | 
the amount of water they use and their property 
or business tax could be assessed accordingly. 
Chemical plants, meat packing houses, dairies | 
and paper processors are typical examples of the 
type of operations that would be subjected to | 
this additional assessment. 

Certain buildings are more susceptible to fire 


damage or destruction and consequent danger to 


occupants than other buildings and yet these 


buildings may still comply with the local by-laws 
and fire regulations. Such buildings would 
include wooden houses, service stations and 
workshops heated by means of space heaters or | 
coal stoves, welding shops, storage warehouses, | 
foundries, inflammable chemical processing plants | 
and the like whose premises are Lain ay edhatmetich 
and not protected by an adequate sprinkling system. 
An increased property assessment for fire hazard 

and a reduction in the assessment when the fire 
dangers were removed would encourage property 

owners to rectify vossible sources of fire and 


build and maintain their property as close to fire 
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proof as possible. 

Outside appearance, neatness and cleanliness 
around industrial, commercial and also residential 
property is an asset to a neighbourhood. The 

lack of neatness and tidiness etc. quickly 
downgrades a district. Property owners who 
persist in the outside storage of machinery, 
packing cases, raw material, steel, lumber etc., 
paint cans, storage drums, unused and partly 
wrecked vehicles, should be assessed for this 
type of outside storage in an effort to produce 

a respectable looking neighbourhood. 

Construction companies, builders yards, steel 
fabricators and lumber yards would not be 
exceptions to this assessment but consideration 
would be given for neatness where outside storage 
was necessary by virtue of the type of business 
conducted. 

Land held vacant in an otherwise completely 
developed district should have its assessment 
increased in an effort to complete the pattern of 
development in that district. Probably most 
municipalities already follow this system. 

The practice of reduced assessment for an 
unfinished building should be abolished. After a 
building permit has been taken out a reasonable 
length of time should be allowed for the building 
to be completed and the nN assessed accordin 
to the plans submitted with the application for 


the building permit. 
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Under the present system, in the majority of 
municipalities, a house that does not have steps 
to the front door can enjoy a reduced assessment 
for a countless number of years, while the 
neighbours who do not practice this type of tax 
evasion, are saddled with more ena tah ie fair 


share of the tax burden. 


As can be seen, these suggestions, if they were applied, 
would call for more astuteness on the part of the 
property assessor and a file card for each property 
assessed for taxation would require to be kept up-to-date 
showing when assessment penalties were imposed and why. 
However, I feel that all these suggestions are within 


the range of practicability. 
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REPRESENTATION SUBMITTED BY: 


THE CANADIAN JEWELLERS ASSOCIATION 


RE: 10% Excise Tax on Jewellery Products 

During the war years (1939-45) the Government 
of Canada was faced with the problems of raising addi- 
tional revenue with respect to the war and diverting 
all our resources to essential endeavours. 

To accelerate and encourage this, an additional 
tax was placed on what was generall considered as non- 
essential goods and among on which was included many 
jewellery store products. It was clearly a discrimina- 
tory tax but our industry recognized the necessity for 
it, However, the wer is long since over and the 
emergency ceased to exist years ago but not so the added 
excise tax although in certain other industries similar 
taxes have been removed -- automobiles and furs for 
example. 

There is no justification whatever in 1962 
why the jewellery industry of Canada should pay any more 
than its pro rata share of all taxes and on the same 
basis as the majority of other industries. 

To survive and prosper, the Canadian jewellery 
trade must retain the confidence of the buying public not 
only in our products, but also in our prices which must 
compete with the general scale of prices charged for 
similar goods in other countries. 

This extra tax, and other taxes, has a profound 
adverse effect on the legitimate sale in diamonds in 


Canada, particularly the larse sems, because it encourage 
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smugslins. As you can well imagine, smuggling something 
@s small as a diamond is not much of a problem 
especially when they can be worn when entering the 
country. 
Some years ago in the U.S.A. they had a ten 
per cent duty on diaaces. It was raised to 20% and the 
tax revenue dropped. The implication is that, as it 
became more profitable to smuggle, such activity increased. 
There is no duty on loose diamonds entering 
Canada and so an obvious question is -- why smuggle. 
The answer; so that there will be no official record of 
such diamonds entering the country and they find their 
way into jewellery which is sold minus the Fxcise Tax of 
ten per cent, sales tax of eleven per cent, and in many 
cases provincial sales taxes and finally income taxes, 
Obviously if the discriminatory ten per cent 
excise tax were removed, this would make the smuggling 
of diamonds less attractive. 
In support of our point, may we quote some 
D.B.S. figures and compare them with similar fisures 
from the U.S.A. 
In 1950 our domestic consumption of diamonds was $6,932,000 
in 1955 our domestic consumption of diamonds was $7,946,000 
in 1960 our domestic consumption of diamonds was $7,724,000 
During the same ten-year period, our disposabl2 
income increased 51.5% and our population 29.9%. 
Comparable fisures in the U.S.A. are as follows: 
1950 consumption of diamonds $ 92,645,000 
1955 consumption of diamonds $138,030,000 


1960 consumption of diamonds $140,534,000 
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Their disposable income only increased 43.7% 
and their population only 18.5% during the same years. 

Thus we see that our diamond sales increase 
during 1950-60 was only about 10% with a much greater 
increase of population seine Chae nantes income as compared 
with the U.S.A. but in the U.S.A. diamond sales increased 
in the same period over 50%. 

It is our contention that the difference in 
these fisures result because the total taxes on diamonds 
is so much higher in Canada that illegal sales becomes 
much more profitable. 

Ironically, while the present tax structure 
encourages illegal sales of diamonds, at the same time, 
it further discourages legitimate purchases because of 
the sharp increase in costs which is related to the 
point we have already stressed in this brief about our 
prices competing with the general scale of prices charged 
for similar goods in other countries. 

Of course, the discriminatory aspects of this 
tax apply to the diamond phase of this industry as much 
as any other. 

A great deal of our wares inte imported or 
manufactured from imported components and we have no 
control over these prices. Our industry is sensitive 
to world conditions and the present ten per cent Excise 
Tax imposes an unjust burden that weakens our competitive] 
position in relation to other products not so taxed and 
which are competing for the consumer's dollar. 

Although we are a relatively small industry, 


still thousands of Canadians depend on this trade for 
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their livelihood. A high level of employment naturally 
depends upon public consumption of our products and this 
in turn depends upon being able to offer goods at. prices 
that are commensurate with values of other goods. 

Any other merchandise, not saddled with this 
extra ten per cent tax, naturally has a decided 
advantage.. 

A feature of this highly discriminatory tax 
that is not readily apparent, is the fact that the retail 
jeweller must pay this ten per suave ler ain Tax at the 
time of purchase from his witieii Gen Satie he has large 
amounts of capital tied up in these taxes which he 
cannot recover until the goods are sold. Other retailers 
do not have funds unprofitably placed in this manner and 
can use such monies to expand and promote their businesses. 

During the expanding and buoyant years 
immediately following the war, our industry, while 
resenting the continuance of this discriminator tax (and 
it can be called simply nothing else), was able to absorb 
it. Today the consumer has a much wider range of product 
and services to choose from,not faced with such an unfair 
tax, which are competing for the available dollars. In 
fact the growth of the Canadian Jewellery industry has 
been retarded. 

All tne jewellers of Canada feel that a re- 
consideration of our case is long overdue and we very 
much welcome the step our Government has taken in 
appointing the Royal Commission on Taxation and we 
appreciate this opportunity of placing our case before yom. 


It is our contention that the burden of taxatio 
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should be shared equitably by all industry and no phase 
of it should have its competitive position made unfavour- 
able because if must pay more tax than its competitor. 
Certainly this ten per cent Excise Tax imposed 
on the jewellery industry represents an inequity and, 
since this comes within the terms of reference of your 
Commission, we take this opportunity to place our case 


before you and we ask that this unjust tax be now removed 


Cy 


Raymond P. Brown, 


General Manager. 
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BRIEF OF AMPLIFICATION 
TO 
THE ROYAL COMMISSION ON TAXATION 
GOVERNMENT OF CANADA 
OTTAWA, ONTARIO 
ON BEHALF OF 
THE JEWELLERS OF CANADA 
PRESENTED BY 


THE CANADIAN JEWELLERS ASSOCIATION 


May 7th, 1963 
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2 INDEX 


4| 2 SUMMARY OF CONCLUSIONS AND RECOMMENDATIONS 
5| II INEQUITABLE DISTRIBUTION OF TAX BURDEN ON JEWELLERY 
P INDUSTRY IN CANADA | 
III EFFECTS OF EXCISE TAX ON CANADIAN JEWELLERY INDUSTRY 
A. Places Financial Strain on Industry 
5. Encourages Smuggling 
C. Retards Growth of Retail Jeweller 
D, Retards Manufacturing and Industrial Production 


E. Retards Industry Investment 


NATIONAL PAYMENTS 
A, Discourages Exports 


IV EFFECTS OF JEWELLERY EXCISE TAX ON BALANCE OF INTER- | 
B. Encourages Imports | 
| 


V RECAPTURE OF REVENUE AS A RESULT OF REMOVAL OF EXCISE 


TAXES | 


A, Larger Corporation Tax Payments by Industry 


B, Recoup of Dollars Lost in Foreign Exchange and 


Sales Taxes Through Purchases of Jewellery Abroad) 
C. Recoup of Revenue in Sales Taxes from Merchandise 
Smuggled into and Sold in Canada 


VI JUSTICE FOR OUR INDUSTRY 
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CANADIAN JEWELLERS ASSOCIATION 
(Founders of the Canadian Jewellers Institute) 


800 Bay Street(Corner College and Bay Sts.), Toronto, Canada 


To the Chairman and Members, 


Royal Commission on Taxation, 


| Box 466, 


Ottawa, Ontario. 


| Gentlemen: 


As the official voice of the jewellery industry 
in Canada, the Canadian Jewellers Association represents 
1,161 retail jewellers, 91 wholesalers and 125 manufactur- 
ers who are members, as well as thousands of additional 
companies who are not. 

We have been asked by our members to submit an 
additional brief amplifying our submission of November 27, 
1962 to the Honourable Commission requesting the removal 
of a 10% Excise Tax on jewellery products which the 
industry deems inequitable, restricting and detrimental 
to the good of the Canadian economy, 

We, therefore, submit for your consideration a 


brief of amplification, in accordance with the Commission? 


"Memorandum to Participants No. 11", dated March 22, 1963. 


It carries with it the opinions, frustrations of the past, 
and hopes for the future of the more than fifteen thousand 
Canadians employed in the manufacture and distribution of 
jewellery products. 

Respectfully yours, 

"Raymond P, Brown," 


General Manager 


May 7, 1963. 
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I SUMMARY OF CONCLUSIONS AND RECOMMENDATIONS 

2 During the years wits Second World War (1939- 
1945),our nation was involved in a bitter armed struggle 
for survival. Not only was etn tt aned revenue required 

to finance the war effort, but our government was faced 
with the necessity to divert consumer spending and our 
manufacturing capacity into essential war production. 

Many jewellery factories turned to war production entirely 
2. To accelerate and encourage this diversion in 


a free economy, the Govermment of Canada used the Excise 


| Tax as a tool and placed the burden of these taxes on 


certain classifications of goods. Most products produced 
by jewellery manufacturers and sold in jewellery stores 
were affected by this tax, 

Ss As an industry, we are concerned with the Excise 


Tax as it applies to each of three categories of goods, | 


| enumerated in Item 9 of Schedule 1 of the Excise Tax Act, 


and there identified as (a), (b) and (c), viz. 

(a) Clocks and watches adapted to household or 
use, except railway men's watches, and 
those specially designed for the use of 
the blind, and alarm clockswtere the sale 
price by the Canadian manufacturer or the 
duty paid value of those imported does not 
excees:. ter Cb Lae wc uis eo clclvsievad Jak bUeeale 

(b) Articles of all kinds made in whole or in 
part of ivory, jet, amber, coral, mother of 
pearl, natural shells, tortoise shell, jade 
onyx, lapis lazuli, or other semi-precious 
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(c) The following articles, namely: 
articles commonly or commercially known as 
jewellery, whether real or imitation, in- 
cluding diamonds and other precious or 
semi-precious stones for personal use or 
for adornment of the person; goldsmiths! 
and silversmiths' products except gold- 
plated or silver-plated ware for the 
preparation or serving of food or drink.... 
4, Although the excise taxes levied on the selected 
industries were, at the time, highly discriminatory ina 


democratic economy, our industry and others disregarded 


| the hardships impsed and, without complaint or question, 


diverted their energies, talents and resources into the 
war effort, 
5. The war has been over for 18 years and the 


necessity to divert consumer spending away from jewellery 


| products by the Excise Tax, with its resulting stifling 


effects on the jewellery industry, has long since passed, 
This is evidenced by the fact that Excise Taxes have been 
removed from many products as listed in Section Il. 

6. The relatively small amount of revenue produced 
by the Jewellery Excise Tax, as stated by the Department 
of National Revenue, which was $5,577,397.72 for the 
fiscal year ended March 31, 1962 would be more than offset 
as outlined in Section V of this brief. 

Te As representatives of the Canadian Jewellery 
Industry, w conclude that the continuance of excise taxes 
on jewellery products is harmful to the nation for the 


following reasons: 
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t (a) The Excise Tax creates an inequitable 

2 distribution of the tax burden, forcing 

3 the jewellery industry to pay more than 

4 its pro rata share of all taxes, This 

5 gives the majority of consumer goods 

6 industries not burdened with this dis- 

7 crimination an unfair advantage in the 

8 ' competition for the consumer's dollar, 

9 (b) The Excise Tax on jewellery reduces the 

10 consumer's effective purchasing power, 

11 Because of the highly competitive nature 

12 of our business, any tax saving will be 

13 passed on to the consumer, This buying 

14 power could be used for additional pur- 

15 chases, in either Jewellery or other con- 
16 sumer goods, resulting in more productivity 
17 and more employment. | 
18 (c) The Excise Tax retards the growth of the 

19 retail jeweller and manufacturer through 

20 its unfair drain on capital, its diversion- | 
21 ary effects on consumer spending and its 

22 reduction of the consumer's ability to buy 
23 jewellery products. 

24 (ad) Because the Excise Tax on Jewellery gives 
25 an unfair advantage to competing industries 
26 and reduces sales and productivity, it 

27 discourages investment in the jewellery 

28 industry. 

ae (e) The Excise Tax has an adverse effect on our 


30 nation's balance of international payments 
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in two ways: 


1 

: (1) It encourages the purchase of expen- 

‘ sive Sout tees abroad with Canadian funds 

; by private individuals, 

: | (2) Through its depressing effect on 

. volume production, it prevents our manu- 

i facturers from competing more favourably 

| in the world export markets. 

9] (f) The Excise Tax encourages professional 

tol smuggling of diamonds. There is norecord 
al of the diamonds so imported and the sub- 
os sequent sale of smuggied diamonds results 
a in a loss to the Government of Corporate 
“il Taxes as well as Federal and Provincial 

isi Sales Taxes, 

ee (zg) The Canadian Jewellery Industry cannot 

17| fully discharge its responsibilities toward 
a furthering Canada's economic growth and 

ie export trade, burdened as it is by a dis- 
on criminatory wartime-imposed levy, which had, 
a as one of its original purposes, the . 

oe depression of the jewellery business, 

fie 3, Because all of the aforementioned points fall 
ie within the terms of reference of your most Honourable 

ie -Commission, we take this opportunity to place our case 

ba before you and sincerely ask, for the good of our industry 
ee and the progress of our nation's economy, that you re- 

as commend the removal of the 10% Excise Tax still being 

pa imposed on the Canadian Jewellery Industry, and upon the 


30 consumers of our products, 
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INDUSTRY IN CANADA 

: The original mission of the Excise Tax during 
World War II was to divert consumer spending away from 
some industries, Eighteen years later the Excise Tax on 
jewellery continues to serve that very purpose, 
ap In spite of the fact that the Excise Taxes have 
been removed from many other products, (as per the follow- 
ing list), the business-deterring features of Excise 
Taxes remain for the jewellery industry. 

Furs 

Cigarette Paper, Tube 

Canadian Raw Leaf Tobacco 

Soft Drinks 


Candy and Gum 


Fire Arms 
Golf Clubs and Balls 
Fishing Rods and Reels 


Cameras, Projectors and Film 


Fountain Pens, Desk Accessories 

Coin and dise operated Vending Machines 
Toilet Soaps 

Automobiles 


Buses 


Motor Cycles 
Tires and Tubes 
Carbolic Acid Gas 


Electrical Appliances 


Trunks, Luggage 
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1 Appliances adapted to household use 

2 4. There is no justification whatever, for the 

3| Jewellery Industry of Canada in 1963 to pay more than its 
4|| Pro rata share of all taxes on the sam basis as the 

5 majority of Canadian industries serving the consumer, 

4. Repeal of the 10% Excise Tax on jewellery will, 


7 for the first time since World War II, place our products 


g| on an equal basis with other products now competing for 
g| consumer preference, and will remove the government from 


10 the untenable position of influencing consumer selection 


11 of the types of goods and services for which he wishes 


12 to spend his money. 


13 

i 
14/ IIIT EFFECTS OF EXCISE TAX ON CANADIAN JEWELLERY INDUSTRY 
15 i. The Excise Tax on diamonds has had a profound 


16 adverse effect on the legitimate sale of diamonds in 


17 Canada as a result of both private and professional 


18 | smuggling. 

19 | ae Some years ago in the U.S.A. there was a ten 

29|| Per cent duty on diamonds. It was raised to 20% and the 
1 tax revenue dropped. The implication is that, as it 

2? became more profitable to smuggle, such activity increased 
3 a The fact that ‘ide is no duty on diamonds 

24 entering Canada implies that our government recognizes 


"95 the fact that smuggling is a factor in the importation of 


6 diamonds. As there is no duty on loose diamonds entering 
27 Canada, one is inclined to ask why there should be 

28 smuggling. The answer lies in the fact that it pays 

29 professionals to smuggle large quantities of diamonds 


30 into the country to circumvent the recording of their 
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entry. If there are no official records of smuggled 


which is sold without the Excise Tax of 10 per cent, with- 
out the Sales Tax of 11 per cent, and in many cases with- 
out Provincial Sales Taxes. 
4, When individuals have accumulated large sums of 
money as a result of income tax evasion, they seek places 
to indent nee money where it can not be traced by the 
government. Purchasing smuggled diamonds is an excellent 
way to invest such money. Their investment is protected, 
in a liquid and highly mobile form of which there is no 
record either by the vendor or the purchaser, 

| ae Obviously if the discriminatory 10 per cent 
Excise Tax were removed, this would make the smuggling of 
diamonds less attractive to everyone concerned and 
considerably increase sales tax revenues and corporate 
| taxes resulting from increased reported sales. 
&. In support of our point, may we quote some 
D.B.S. figures and compare them with similar figures from 
the U.S.A.: 

In 1950 our domestic consumption of diamonds 
was $6,932,000 

In 1955 our domestic consumption of diamonds 
was $7,946,000 

In 1960 our domestic consumption of diamonds 
was $7,724,000 
ts During the same ten-year period, our disposable 
income increased 51.5% and our population 29.9%. 


Comparable figures in the U.S.A. are as follows: 


nine ed wut. as smosa! stdpeuge2a 

i A a ieee WBE qine sew sumrisat nc sealoneg ond des BTCA 
%:| See 

i See ee ), oer Se 27 


i 
ad 


“eit aitiw soeltege nt or juoda YLar aBw 09-088L salut 
wu 


a el.  sarty meria set eer. fizum aew dowam ee tdalugoy bce sPosex 


sidazogath e*shece) x query gore Ce ee vanecout ae 


t~ 


t ~ mnths aS. 5 
xe? eptoxE of? 1 tai? ookdastriog s0-2t FT ae 


Seel ust Sccosd Siow ealca boomath Iepellii bewened stew. 


aisiow ne 24 Senebeed gon fue cotfiw bas Eteeobnt nitions’ 


siiduq QAtyed wi? Io soumtittnps sit miaden Sour sellows! 


a eben nt eiouborig sarite AS he sailon etreerenes es 
“aa bewrsds seeing aa. stages: of $idn sé vate gana 
1 y teate of étreo nd estasavon et: on stppborg vet few! 


a“ 


te: weet oe ot ‘tne: densdiomng myhome? 


"in  eeservent eclaa yemnospith qup tacit? sen ow aur'T 12. 


eid G3 evizivequos wre Jaca Bo'Tl efoosio O39 sestetoe hes. 


£ 
Izetex nelbers?d odd .veqeove bas svivuts of = .aeT entexr® , 


702 Sdeqmss of nmot2iseq sidequevs? a ni od tian ort tus 


aly 
=< — ee 4 + bs 4 
stedert Ore S210 : 5 
eee | 
- i a 
Seetiiq wedso of Yi¢dqs xsd Ghid lo Poelte at fi.) tl 
0 ) 
4 : . 5 ‘ a ce - * af 
es od Ginew terisdaw .comewk!> ob Lise as Tetsuhel ue tc 5™ 
7 
- , — ast P m ~ % » P ’ oss 
Ne . ogefis e7u6l & 407 atninvor 2k a8 omepel Sagmers boo. | 
aay — ee ; 1 
ee emefovw eeles eatauin? yvoreticwst, Yo ‘8 
nae oY 
> P e 
i er eel feet . & ty cdewoet) EQEATER og fs 
a bi. 
oar -)* gtovhetq te enna sbliw o set seswerme -ofs ysloT aS ae 


ANGUS. STONEHOUSE & CO. LTD. i 
TORONTO, ONTARIO ey 


1950 consumption of diamonds $ 92,645,000 
1955 consumption of diamonds $133,030,000 
1960 consumption of diamonds $140,534,000 
8. Disposable income in the U.S.A. only increased 


43.7% and the population increase was only 13.5% during 


' the same years. 


9. Thus we see that our diamond sales increase 


during 1950-60 was only about 10%, in comparison with the 


| US. increase of 50%, even though Canada's disposable 


income and population growth was much greater than that 
of our neighbour, 

LO. It is our contention that if the Excise Tax 
were removed illegal diamond sales would become far less 
profitable and diminish. 

hha The effect of this tax apply to other phases 
of our industry as well as diamonds. Watches would be a 
300d example inasmuch as it accounts for a larse share 


of jewellery industry sales volume, 


C. RETARDS Growth of Retail Jeweller 


A us Today the consumer has a wide range of products 


| and services to choose from that are competitive to the 


jewellery industry and which are not burdened by an unfair 


| Excise Tax. To survive and prosper, the Canadian retail 


jeweller must retain the confidence of the buying public 
and he must be in a favourable position to compete for 
the consumer's dollar with other products in Canada. He 
must also be able to compete with prices charged for 
jewellery products in other countries in order to dis-' 


courage foreign purchases and the resultant loss of 
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| 
| 


2) 2. We feel that as a result of this discriminatory 
3| Excise Tax the growth of the Canadian retail jeweller has 
4) been retarded, This is proven by D.B.S. figures showing 

5| that between 1952 and 1960 the total retail trade in 


6| Canada increased from $11,532,076,000 to $16,502,079,000 


7| for a gain of over 43%, while jewellery store sales 


| 
| 
il business, sales tax revenue and foreign exchanse, | 
8| increased from $115,017,000 to $134,156,000 for a gain 


9| of only 16%, 


11| D. Retards Growth of Manufacturers and Industrial Production 


a Fa It is an accepted principal that increased 

13. production results in lower costs and lower prices. Our 
14| Canadian manufacturers have a difficult time saininz 

15) enough volume production in a market of only 18,000,000 


people to enable them to sufficiently compete in the 


world markets. They must meet the prices of jewellery 
manufacturers in the U.S., Britain and France who gain 
a great advantage in serving so many millions of people 


at home, Every effective increase in production resulting! 


from more purchases of our products, enables our manu- 
facturers to lower their prices. The lower the price the 
better their chances of selling in the vast markets of 
the world. 

ay As a result of this discriminatory tax, the 
growth of the jewellery manufacturing industry in Canada 
has actually been reversed. This is evidenced by DBS. 
figures which show there were 218 jewellery and silver- 
ware manufacturers employing 6,299 wage earners in 1950 


with value of factory shipments of $53,310,540. In 1960 
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there were only 228 jewellery and silverware manufacturers 
with 4,261 wage earners and a value of factory shipments 
of only $55,680,326. Taking into consideration price 
adjustments over a 10-year period, we can see that the 
actual production of jewellery and silverware has de- 
creased, 
ae When compared with an increase in disposable 
income of 51.5% and an increase in population of 29.9% 
over the same 10-year period, the drop in employees and 
the lack of vigorous growth in value of factory shipments 
is a definite indication that our industry is having | 
great difficulty competing, both here and abroad, for 
the consumer's dollar. 
4, Additional proof of the harmful effects of the 
Excise Tax on our manufacturing industries is the fact 
that the Canadian consumption of silver has practically 
been halved between 1949 and 1962, 
CANADIAN SILVER CONSUMPTION 1949 - 1962 
Source: D.B.S, 
STERLING (ounces ) 

1949 - 2,857,245 

1950 - 2,404,746 

1951 - 1,702,378 

1952 - 1,156,206 

1953 - 1,788,323 

1954 - 1,338,412 

1955 = 1,577,930 

1956 - 1,972,053 

1957 - 1,896,116 

1958 - 1,509,971 
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1959 = 1,513,929 
1960 - 1,645,647 
1961 - 1,392,825 


1962 - 1,499,891 


oy ' We can also show with D.B.S. figures where the 
total Canadian sales of sterling has actually fallen 
despite increases in population, prices and disposable 


income between the years of 1950 and 1960. 


TOTAL CANADIAN DOLLAR SALES OF 
STERLING 


1550 - $3,602,206 


1951 - 3,207,605 
1952 - 2,388,972 
1953 - 2,747,692 
1954 - 2,511,545 
1955 - 2,454,931 
1956 - 2,083,917 
1957 - 2,164,659 
1958 - 1,176,523 
1959 - 2,432,105 
1960 - 2,536,466 
6. These figures definitely establish the fact 


that the growth of the silver part of our industry has 
been retarded and no doubt, part of the cause can be 
related to our onerous Excise Tax burden. This is even 
more serious when. it is pointed out that practically all 
sterling silver, both flatware and holloware, is produced 


in Canada, by Canadian craftsmen using Canadian silver, 
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Retards Industry investment 
Ls It is quite apparent that the effect of the 


Excise Tax on jewellery sales has retarded investment in 
jewellery enterprises in Canada. As previously shown, 
in 1950 there were 218 jewellery and silverware manufac- 
turers while in 1960 there were only 228. This slight 
increase in numbers is also reflected by D.B.S. statistics 
which shows the capital and repair expenditures of 
Jewellery and silverware manufactu7:rs continually 
dropping from $2,220,000 in 1950 to $1,123,000 in 1960 as 
per the following figures, 

Total Capital and Repair Expenditures 


in the Jewellery and Silverware Industry 


1950 - 1960 * Source: D.B.S. 
1950 | $2,220,000 
Lot 1,354,000 
1952 1,021,000 
1953 1,327,000 
1954 991 ,000 
L939 1,116,000 
1956 1,669,000. 
1957 1,280,000 
1953 962,000 
1959 896,000 
1960 1,123,000 

de It is our firm conviction that with lower 


prices and an increase in sales volume resulting from. the 
removal of the Excise Tax, our manufacturers would re- 
quire more employees, invest more capital and be in a 


better position to compete for export markets. 
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IV EFFECTS OF JEWELLERY EXCISE TAX ON BALANCE OF 


INTERNATIONAL PAYMENTS 
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A Discourages Exports 


Lex The Canadian jewellery manufacturer is awaken- 
ing to the fact that Canadian Jewellery products are of 
excellent design, well crafted and compare favourably 
with jewellery made anywhere in the world. According to 
D,.3.8. Maweee; our manufacturers have slightly increased 
their exports from $1,440,831 in 1955 to $1,986,225 in 
1960, 

ae Our manufacturers complain that short production 


runs and a small home market continually hamper them when 


setting up price schedules for export competition. A 
small increase in production gives them an opportunity to 
lower prices and compete more favourably, 

s. Should our manufacturers gain more export sales, 
it would aid our nation's balance of international pay- 


ments, 


B. Encourages Imports 
Da It is a well known fact in the industry that 


substantial purchases of fine jewellery and watches are 
made in the United States and Europe each year by both 
private individuals and professional jewellery men. 
Whether this merchandise is smuggled into the country or 
brought in legally and declared, it still acts as a drain 
on our balance of international payments when the purchase 
are made with Canadian funds. 


2: We submit that the only way to stop or slow down 
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this loss of business for our manufacturers and drain of 
dollars for our government is to make it less worthwhile 
for Canadians to purchase abroad. Removal of the Excise 
Tax would considerably lower the cost of fine jewellery 
in Canada and puts our manufacturers in a far better 


position to compete with foreign sellers, 


V RECAPTURE OF REVENUE AS A RESULT OF REMOVAL OF EXCISE 


TAX 


5 dh We are, of course, cognizant of the fact that 
the Government requires revenue to operate, 

2 Hewever, we wish to point out that Excise Tax 
receipts for our industry represents only $5,484,290 

of the Tax's total revenue of $276,000,000 as reported by 
the National Revenue Department. 

a, We also wish to state that we do not feel that 
the question of revenue is relevant in this case. Our 
case rests on the contention that the Excise Tax is dis- 
criminatory, places an inequitable share of the tax 
burden on our industry, is an industry depressent, and 
hurts our nation's balance of international. payments, 

4, At the same time that we state our case based 
on the issues above, we feel we would be remiss if we did 
not point out to the Commission that in our particular 


industry the revenue lost by removal of the Tax would 


more than be recaptured through the following consequences 


A, Larger Corporation Tax Payments by Industry 


rt Increased production, sales and profits achieved 


from the removal of the Excise Tax would result in the 
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payment of larger corporation taxes by jewellery 


manufacturers and retailers alike. Add to this the add- 
itional income taxes produced from increased employment 
at both retail and manufacturing levels and we believe 
that a fair proportion of the Excise Tax revenue lost 


would be recaptured. 


B. Recoup of Dollars Lost in Poreign Exchange and Sales 


Taxes Through Purchases of Jewellery Abroad 


10 

: If the Excise Tax were removed, it wuld lessen 
11 

the incentive for both private and professional purchasers 
12 

to spend dollars abroad. The removal of the Tax, coupled 
13 


with a manufacturer's drive to recapture this market, 


would result in substantial savings of dollars in inter- 


15 
national exchange and bring in added revenue through 
16 
increased corporate profits and taxes. 
17 
18 


C. Recoup of Revenue in Sales Taxes From Merchandise 
Smuggled Into and Sold in Canada, 
20 


21} 1, The removal of the Excise Tax would remove a 
22 good deal of the incentive for smuggling. This would 

23] result in a substantial increase in diamond and watch 

24) sales through normal channels with resultant increase in 


25 Federal and Provincial sales taxes. 


27|| VI JUSTICE FOR OUR INDUSTRY 
28] 1, We are most grateful to the Government and the 
29|| Commission for this opportunity to present our case. The 


30 retailers, wholesalers and manufacturers of the Canadian 
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Jewellery Industry and the consuming public feel that a 
consideration of this case is long overdue, 

2. Although we are a relatively Snail industry, 
still thousands of Canadians depend upon this trade for 
their livelihoods. A high level of employment depends 
upon public consumption of our products and our ability 
to export. This in turn depends upon the relative price 
scale and values of our products in relation to competing 
industries. Basically all we are asking for is equality 
in taxation along with other consumer goods industries, 
3. Because the points set forth in this brief all 
fall within the terms of references of your Commission 
and the Government's desire for equitable distribution of 
tax burdens, stimulation of Canada's industry, more 
employment, a higher standard of living for the consumer 
and a better balance of international payments, we 
sincerely believe our case is just and respectfully ask 
that the Commission recommend the removal of the 10% 


Excise Tax as it applies to our industry. 
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1 BRIEF TO THE ROYAL COMMISSION ON TAXATION 


2 submitted by 
3 THE ESTATE PLANNING COUNCIL OF TORONTO 
4) 1. The Estate Planning Council of Toronto consists 


5| of some seventy Trust Officers, Life Underwriters, 

B ihkcsteree Accountants and Lawyers who specialize in the 

7| field of Estate Planning. In their daily activities they 
8| encounter and endeavour to counsel peices who are 

9) attempting to so arrange their affairs that their estates 
10| will suffer the least possible dislocation and their fami- 
11) lies will be permitted to enjoy to the fullest possible 
sn] extent the fruits of a lifetime of labour. 

igre. Among the many problems which the members of The 


, 


14| Estate Planning Council of Toronto encounter there are two 


15||\which cause them special disquiet. They are: 


16 (1) The difficulties of either continuing a 

17 family or small business or effecting a satis- 
18 factory sale thereof after the death of a 
| principal. 

20) (11) The increasing tendency of wealthier 

21 persons to leave Canada in order to avoid the 
22) impact of taxes. 

23|3. The submissions contained in this Brief are made 


24))in the light of the foregoing considerations and refer to 
25|\the two Statutes which are responsible for these problems, 


26 ithe Estate Tax Act and The Income Tax Act, 


27 THe, ESTATE TAX AcT 
28 \4. The submissions in connection with this Statute 


29 imay conveniently be arranged under three principal headings 


A. The. Nature of the Tax. 
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B. The Significance of the Tax to the Exchequer. 

C, Certain Administrative Problems. 
A, - The Nature of the Tax 
5. The Estate Tax is unique in Canada in that it 
constitutes the taking of Capital by the State. It is not 
based upon price or cost. It is not based upon income. 
It is not geared to capacity to pay, and by its very nature 
involves an expropriation of a portion of the capital 
assets of the decedent. 
o. The Estate Planning Council of Toronto recognizes 
that in the Seventh Decade of the Twentieth Century it woul 
probably be impossible from both the social and political 
points of view to eliminate capital levies upon death, At 
the same time, it is submitted that it is of critical impor 
tance to Canada to so arrange our taxing Statutes as to 
encourage the retention in Canada of the ownership of 
Canadian enterprise and to encourage the development of 
capital within Canada. 
1. When the capital levy at death becomes confisca- 
tory, or requires the liquidation at sacrifice prices of a 
business venture, serious problems result. It is submitted 
that this is one of the reasons why certain taxpayers are 
forsaking Canada, and also why the control of much of our 
heritage is being sold to foreign investors. 
B. - The Significance of the Tax to the Exchequer 
Di. The most recent figures available, being those 
for the fiscal year ending March 31st, 1961, indicate that 
death taxes collected for the account of the Federal Govern 
ment amount to approximately 1.5% of the Federal budget. 


The following breakdown by size of estate indicates the 
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@ 


sources of the amount so raised: 
Net Value Number of Percentage Tax Percentag 
of Estate Estates of Total Imposed of Total 
$ 50,000 to 
99,000 1923 55.71  $ 6,440,000 Te 
$100,909 to 
999,999 1492 43.18 51,347,000 61.9 
$1,000,000 
and over 37 1.33 25,189,000 30.4 
3452 100.00% $82,976,000 100. 00% 
SSS 
9. The foregoing table reveals that only 7.7% of th 
total amount raised in the 1960-1961 year under both the 


Dominion Succession Duty Act and the Estate Tax Act was 


collected from almost 56% of the number of taxable estates. 


the National Budget. It is submitted that the removal of 
these estates from the taxable category would result in 
relatively little loss of revenue, in substantial assis- 
tance to the small businessman and proprietor, and a Ssigni- 
ficant reduction in the work of the Department. 

C, - Certain Administrative Problems 

LO. Three of the ten provinces are now levying 
SuccesSion duties. In each case it is alleged that the 
loss of revenue under the existing Tax Agreements is the 
reason for this duplication. From the standpoint of the 
taxpayer confusion, expense and delay result. It is 
extremely difficult for an individual to plan his affairs 
intelligently when several taxes with differing bases are 
to be levied on the same assets. 

a i - It is submitted that there would be a substantial 


saving to governments and taxpayers throughout Canada if a 
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| single tax under a single Statute was imposed upon death. 
2| There appears to be no sound reason why the Provincial 

3 Share need be fixed at an amount equal to that retained by 
4| the Federal Government. If Ontario, for example, wished t 


5| receive a larger amount this could be agreed between the 


6| Governments and a form could easily be developed for 

7| Ontario estates which would indicate clearly that the 

8| Dominion was to recéive fifty cents of each dollar of 

9 normal estate tax, while the Province would receive, e.g., 
10/ Seventy cents. In other words, an Ontario estate would pa 
11) twenty per cent more than a Manitoba estate, assuming Mani- 
12|| toba to be content with the present fifty-fifty split. 

13) Precedent for this procedure is found in The Income Tax Act. 


14) 12. One of the most crippling features of the Estate 


15| Tax is the necessity for settlement of the tax within six 
16|)months of the date of death. Provided that a non-liquid 
17;estate furnishes proper security and interest is charged, 
ig|there would seem to be much in favour of permitting the 

19) liability for tax to be settled over a longer period. | 


20/13. It has been stated that it is easier administra- 


21\|\tively to determine values as of the date of death. It is 
a truism that this is the one date upon which no asset can 
be sold. It is also a fact that other jurisdictions permit 
optional dates of valuation. The present system in many 
cases imposes substantial hardship. An alternative valua- 
tion date is therefore urged. 
RECOMMENDATIONS 

14, The following recommendations are therefore made: 

(1) All estates with a net value of less than 


$100,000 should be exempted from Estate Tax. 
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(ii) Rates of tax should continue to be progres- 

sive, but there should be a top rate of not more 

than thirty per cent. 

(1411) Foreign estates should be subject to a 

higher rate of tax on equities than on other 

categories of Canadian assets. 

(iv) The Provinces should vacate the field of 

death duties, but have the right to set their 

share of the total amount collected by the 

Dominion. , 

(v) The period for payment of tax should be 

extended to five years from the date of death. 

(vi) Assets should be valued either at the date 

of death or six months after the date of death 

at the option of the taxpayer, provided that 

any asset sold in this period should be valued 

in the amount actually received. 

THE INCOME TAX ACT 

ee The most difficult and aggravating problem 
created by The Income Tax Act that is encountered by the 
members of The Estate Planning Council of Toronto is that 
of earned, accumulated and designated surplus. The 
present involved statutory provisions incline individuals 
to arrange matters artificially and lead to uneconomic and 
complex dispositions. 
16, The Estate Planning Council of Toronto does not 
feel itself competent to make specific recommendations in 
this area. It is strongly of the opinion, however, that 
substantial simplification and clarification is required, 


and that this whole area is in most urgent need of extensi 
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reappraisal and revision. 

CONCLUSION 
iv. The Estate Planning Council of Toronto appreciates 
the opportunity of placing these views before The Royal 
Commission on Taxation. It looks forward to its represen- 
tatives being given an opportunity to expand upon them at 
the Public Hearings should the Royal Commission decide tha 
Such a course would be helpful. 


Toronto, Ontario 
April 5, 1963 
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1 THE CONFECTIONERY ASSOCIATION OF CANADA 
2 May 1, 1963 
3| Mr. Kenneth Le M. Carter, F.C.A. 

4| Chairman, and Commissioners, 

5 The Royal Commission on Taxation, 


6| Ottawa, Canada, 


Gentlemen: 


9} 1. The Confectionery Association of Canada welcomes 
10| this opportunity of appearing before the Royal Commission 

11] on Taxation for the purpose of making recommendations which, 
12) in our opinion, will permit the Canadian Confectionery 

13) industry to grow and thereby contribute to economic well 

14| being of Canada. 

15]) 2. The Confectionery Association of Canada was 


16|| founded in 1919 as a non-profit and non-political organiza 


17 tion of confectionery manufacturers who joined together 

18], to consider and take action on their common problems. Its 
19] members are responsible for about eighty per cent of the 
20|| total manufacture and production in Canada of cocoa, 
chocolate and confectionery products. Large, small and 
medium-sized confectionery manufacturers are included in 


the Association. 


Summary of Recommendations 


fe It is recommended that confectionery products 
be placed in the "federal-sales-tax-exempt" category. 
Such an exemption would result in the stimulation of 
domestic and foreign trade, a direct growth of the 


| Canadian Confectionery Industry through increased 
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production and thereby a contribution to the economic 
well-being of Canada. 
4. Failing the placing of Confectionery products 


in the "federal-sales-tax-exempt" category, it is 


| recommended that there be implemented a sales tax policy 


which would result in an equitable impost on both 
domestic and imported products. 

aS It is recommended that the personal income tax 
rate structure be based on proportionality rather than 
graduation, thereby giving due recognition to equality 
of the individual before the law and eliminating dis- 
crimination against the minority upper income brackets, 
The current graduated personal income tax rate structure 
has a detrimental effect on the incentive of the individua 
seeking additional return for addition effort. The 
impact of progression is hardest felt as the individual 


moves to the middle and upper income brackets where are, 


| Or Should be, found the prime sources of Canada's capital 


formation and hence economic growth. 

6. It is recommended that corporation income tax 
rates be substantially reduced. While comparatively still 
in the developing stage as an industrial and manufacturing 
nation, Canada has corporation tax rates at levels as 

high or higher than most of the leading industrial and 
manufacturing countries of the world. Every incentive 
must be given by the government to enable the Canadian 
manufacturer to effectively compete both at home and 
abroad, increase production, employment, and provide the 
economic growth of our country, 


Ts It is recommended that duties under Tariff Items 
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1] numbers 20a and 77a (cocoa beans and cocoa butter) be 

2) rescinded. Such duties were imposed as a result of the 

3] Canada - B.W.I. - Bermuda - British Guiana - British 

4| Honduras Trade Agreement of 1925, an Agreement, we submit, 


5|| which serves no useful purpose. 


Exemption of Confectionery from Federal Sales Tax 


8] 8. Of the many foods consumed by Canadians, 


9} convectionery products remain subject to federal sales 


10| tax in spite of the fact that its ingredients are highly 

11| nutritious, and admittedly tax-free, foods such as sugar, 

12 butter, milk and cream, eggs, starch, flour, honey, cocoa, 
13) nuts etc. Our purchases of such materials are substantia r 


14 amounting, in 1960, the last year for which such statistic 


15| are available, to $71,990,802. The value added by 


16|| manufacture during that year was $70,432,168 with a sellin 
17|| value of factory shipments of $142,963,856. The amount 

18] of federal sales tax collected from the Canadian 

19|| Confectionery Industry approximated $15,000,000. 


20 || 9. As a major consumer of Canadian dairy and 


21||) agricultural products, the Industry is a contributor to 


22|| Canada's agricultural economy; as a user of packaging 


23| and related materials it contributes substantially to 


24) Canada's pulp and paper industry; as a direct employer of 
25 || approximately 10,000 people in an Industry where tens of 

26|| thousands are employed indirectly in the sale and distri- 
27|| bution of its products, the Confectionery Industry is an 

28 || effective factor in the much to be desired employment of 

29 || Canadians. 


30] 10. The Industry contributes, by its purchase of 
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1| raw materials such as cocoa beans, cocoa butter, peanuts, 
2|| walnuts, cocoanut, cane sugar, et cetera, to the wealth 
3 of many nations, many of which are developing countries 
4] and members of the British Commonwealth of Nations. By 


the importation of such ingredients, the Industry plays 


wn 


6 an important role inthe creatbn of a favourable trade 


7| balance between Canada and such countries, as a result 


8| of which they are able to purchase not only our tradition- 
9| al exports such as fish, lumbs, powdered milk, flour, 

10) et cetera, but products of Canada's secondary Industry. 

11/ 11. We strongly urge that confectionery products be exemp 
42] from federal sales tax thus stimulating the growth and 

13| production of our inudstry which, in turn, would result 

14) in our purchase of greater quantities of Canadian dairy an 

15| agricultural products, the utilization of more Canadian 


16|| made packaging materials and therefore a direct (and 


17] indirect) contribution to the general well-being of the 


18|| Canadian economy. 


19| 12. That the exemption of our products from federal 


20|| Sales tax would result, through other forms of taxation, 
21) im a revenue equivalent to or greater than the $15,000.00, 
22] collected as "sales tax" from our industry is difficult 
23| to prove, However, we may be able to show that our 
24) industry reacts quickly when given an incentive for 

' 95) greater production. 
26| 13. It was not long ago that the Canadian dollar was 
27| devalued - it was only last June that tariff surcharges on 
28 || imports of confectionery and certain confectionery raw 
29| materials were imposed. Last October, the impost of 


30) Surcharges on confectionery raw materials, simply not 
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available out of Canadian agriculture, was lifted. One 
might therefore say that we had the full protection of 
the surcharge for only a little more than two months, 
partial protection for a little over six months, and a 
full year's protection of dollar devaluation, from the 
impact on the Canadian market of foreign centents thks. 
14. The reaction was that the per capita consumption of 
Canadian made confectionery increased from 11.98 pounds 
in 1961 to 13.15 pounds in 1962, Further, the following 
statistics from the Dominion Bureau of Statistics for the 
twelve month period ended 31 December 1962 as compared to 
the twelve month period ended 31 December 1961 will give 
evidence of increased production activity. 


a) Chewing GUM ecoccvcccccvcvcccveee INCreage 14.27% 


b) Chocolate Bars: 


- Less than 10¢, moulded.......Increase 12.93% 


10¢ Bars, moulded............Increase 17.21% 
- 10¢ Bars, coated.............Imcrease 7.60% 
- Bars over 10¢......cececees-.lnerease 12.07% 
c) Chocolate Confectionery in Bulk.Increase 8.75% 
d) Chocolates, boxed and packaged..Increase 10.75% 
6) Moulded Novelties..............-.increase 44.97% 
f) Sugar Confectionery.............Increase 8.95% 
g) Peanuts, roasted and salted.....Imcrease 9.10% 
h) Penny Goods. ....cccccccccccccscssdnorease 15.01% 
Regrettably, statistics on imported confectionery for the 
fourth quarter of 1962, and, therefore, for the twelve 
month period ended 31 December 1962 were not available, 
However, for the nine month period ended September 1962 


as compared with a similar period in 1961, the following 
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1] are some of the outstanding decreases: 


2 
3 


28 
29 


30 


a) Chocolates, packaged for retail sale..Decrease 47 , 38: 
b) Confectionery, coated with or 
containing chocolate, n.o.p.........Decrease 16,85 

ec) Sugar Candy and Confectionery, n.O.p..Decrease 9,15 

d) Chocolate preparations, n.o.p.........Decrease 12.6 
It is expected that, when availab,e statistics for the 
fourth quarter, 1962, when the full impact of the tariff 
surcharge was felt, will further decrease the percentage 
of the confectionery market in Canada enjoyed by foreign 
imports for the year 1962. 
15. The foregoing statistics relate to increases in 
poundage, not sales, and therefore directly reflect the 


increased purchases and production enjoyed by the industry 


| While other factors may have contributed to this activity, 


surely the temporary tariff surcharge on imports had its 
effect; 

16. Were the industry's products to be sales tax exempt 
not only could we continue to better compete with imported 
confectionery, but, the stimulus of competing "fairly 

and squarely" with other food products enjoying such 
exemption would have very significant and almost 
immediate results. Increases in our purchasing and prod- 
uction activities provide wealth and employment, which, 
we submit, through otherforms of taxation, would result 
in a more substantial and non-discriminating revenue to 
the government. 

Application of Federal Sales Tax 

17. Like many other Canadian industries, we have felt, 


and will feel again, the pressure and inroads made by 
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imported products. The Canadian per capita consumption 
of confectionery, including domestic and imports, has 
remained virtually static for the last ten years. In 
1960, imports were equal to 24.6% of Canadian production, 
~ an all-time high representing an increase of approx- 
imately 70% over 1955. As with other tontemaeaay the 
obvious factors which have resulted in the introduction 
into Canada of imported products are lower labour costs 
and a more concentrated market (and thereby a more econ- 
omical production) within the exporting country. 

18. The Excise Tax Act provides that the base on which 
Federal Sales Tax is assessed is the manufacturer's selli 
price to wholesalers which price includes the manufact- 
urer's selling and distribution costs, overhead and profit 
For imported products the Act provides that the base be 
the "duty paid value" which is, in fact, the manufact- 
urer's price to distributors in the home market plus duty 
if applicable. Since federal sales tax on products prod- 
uced in Canada is assessed on the costs incurred by the 


manufacturer in placing his product in the hands of the 


| Wholesaler in Canada, it would seem reasonable that 


imported prodixts be taxed at that same level, 
19. This difference in base upon which federal sales tax 


is a~plied places domestic manufacturers at a distinct 


disadvantage in meeting import competition. The United 


Kingdom levies its purchase tax on imported products, 

as on all products, on their wholesale value in the 

United Kingdom; the United States applies its excise tax 
on both domestic and imported products on the price of the 


product in condition for delivery to the purchaser in the 
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1| United States. 
2| 20. While continuing to urge that federal sales tax be 


3} removed from all confectionery products, giving them their 


ne = 


recognized classification as "food", the Confectionery 


5; Association of Canada recommends strongly that the Govern- 


6) ment equalize the base upon which federal sales tax is 


7| computed for products of domestic and foreign manufacture. 


3. This recommendation should result in greater revenue to 


9 the Canadian Government.. 


ror 
© = 


| Personal Income Taxes 
11| 21. We feel, as Canadian citizens, that the alarm of the 


12; lack of incentive given to Canadians to invest in Canada, 


13) its natural resources and its industries, is well-founded, 
Me Our tax structure does not provide the individual who, 
i5| by his aggressiveness and intelligence, has achieved a 
16| measure of personal success based on income, with the nec- 


17| essary desire or resource to invest in his country. Further 


18 || at some level of personal development, he may, by the 


19 current graduated tax scale, be diverted from seeking 


additional gain from which he, his industry and Canada may 


217 gain immeasurably. 


Special duties resulti from International Trade Agreements 


23) 22. Canada - British West Indies - Bermuda - British 

24 | Guiana : British Honduras Trade Agreement, 1925 

25 Under the terms of the abovementioned agreement, Canada 
26| granted preferential tariff rates on cocoa beans and cocoa 
27|| butter imported from the participating countries, and sub- 
28 | Sequently withdrew the preference hitherto enjoyed by the 
29| then British possessions in West Africa to the west of the 


30) Niger river (Order in Council no. 520, dated 22nd March, 


oes “i tats “bot canat wont anid os benteonoo 


| 


“4 
; bh wocie: pm eatha2 teeu Aakers eét o4a¢ .emoeae4 wri 


q wn : e 
i ao me nsec ban wyew writen! r oF walv s wary ‘pencigaererian od 
6; mo asited ett dott teohem wentalo oan gribatows? 
- sheeoguat otew wedoud aones trm enerd arene aol 1, doeW 2 


“i eb aotiiw aatusaves Sait aebiveng sasuretas off 4a) 4m 


qotne gon Iisa abens®? of eittened Tiiuss evtg 7 


~ 


t 


phate oft Segregst chaed angod m0 wht re 3e*g i$? 
al . : 
3 mort’? nee sy eusw aoinoios acoltis deow aft pea 
ee giee 
San fe 
Iv « L Fi 
4 ae oe nursed was ‘tert phone? ot soxenrelon antvts Pe 
vow 
. eigggtdet edd neewted moldarvees tH Li zapll aay tay 
) 
~ =k ton t bermgte ,mobpatt beat edu aie © trad 1s 
* = ve. 
20 2uWP of hiod a Ji soOLirte alu pre 
they Al 
1c } 
I. oct ys Desogrt T1187 on? ‘to edige m1 (d) hi 
. So 
beqoias zetsud acoce bas ete s5 moa ao _ fect iZ: yar 
titge hee asukh sev aa to Tene wee ort + 
eae \ 


‘te evitcouwessl .vedu: (alduetstetg bepsrooss 


sre. .fwom Ws 45088 BH500 alvegtt at anew pus 
Oe ’ 
: met weg? aor) neqelita ei efseii yer . viedo ‘ig 
! { 
eaae it yi efdayiven ton ce etceq sid Be CReas ; et 


{ 

1 
2 Ft somos, fergie caw Jommeenys .1.4.8 en? oct fa) 2 
wot _ hnaabere wrted or0ew sasad scan a'bipuw oti | le 


ate eoitat. won kel nt onsite he) _psonrss i) ae “i 


oS 


hee 
, i 2 a Sesetone es sense ao. T.W. ete at mt Ri mats 


i 
: “hg | a . rs 
or ont act pnt ow » PMGUBAINY iuhene ano on av te A I 
H ‘ 
| 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO. ONTARIO 10 


2} 23. It is our contention that the reasons for this agree- 

3| ment, insofar as cocoa bean and cocoa butter imports are 

4/ concerned, are long since invalid, and tha it therefore 9 
S| ves no further useful purpose. We submit, for the shor ik | 

7| be approached with a view to finding ways and means of 


8| rescinding those clauses under which the duties on 


n | 

6] ing reasons, that the British West Indies Government | 

9| West African cocoa beans and cocoa butter were imposed: | 
gt 


10 (a) The agreement provides that countries which don 
11 give tariff benefits to Canada shall not enjoy 

12 preference on cocoa beans imported into Canada, 
13 The West African colonies were prevented from | 
14 giving preference to Canada under the terms of | 
15 the Niger River Convention between the Nether- 

16 lands and the United Kingdom, signed in 1871. 

17 This Convention might now be held to be out of 

18 date. | 
19 (b) In spite of the tariff imposed by the B.W.I. 

20 agreement, cocoa beans and cocoa butter shipped 
21 from areas east of the river Niger and still 

aa accorded preferential rates, irrespective of 

23 | Where in Nigeria cocoa beans are grown. Unfort- 
24 unately, very little is shipped from these 

25 “areas as the ports are not navigable by trans- 

26 Atlantic vessels, 

27 (c) When the B.W.I. agreement was signed, some 5% of 
28 the world's cocoa beans were being produced in 
29 that territory; production has now fallen to less 


30 


fis aiaaiieretes REED: than 1% in the B.W.1., a sizable portion of whic 
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1 is processed there, thus reducing still 

2 further the quantity available for export. 

3 (d) Since B.W.I. cocoa beans are used essentially 

4 | for blending or Pineher ties purposes, Canadian 

5 manufacturers will continue to buy them 

6] | regardless of their being priced higher than 

7 the "bulk" West African cocoa beans. Accord- 

8 ingly, B.W.I. gains little or nothing from the 

9 preferential treatment accorded to her under the 
10 abovementioned agreement. 

11 (e) For the reason mentioned in paragraph (c), 

12 Canadian cocoa bean importers were forced to see 
13 alternative sources of supply. These they found 
14 in West Africa, where they eee despite 

15 Canadian import duties. Approximately 70% 

16| of Canadian imports of cocoa beans now come from 
17 Ghana and Nigeria, both being independent states 
18 within the British Commonwealth, who by reason o 
19 the abovementioned agreement are denied tariff 
20 preference, 

‘i (f) As heretofore mentioned, Canadian confectionery 
22 manufacturers are beset by the flow of foreign 
23 imports. These duties (1¢ per pound on cocoa 

24 beans and 2i¢ per pound on cocoa butter) impose 

gs! an extra burden in combating such foreign competi- 

26 tion inasmuch as certain foreign confectionery 
27 manufacturers have the advantage of "duty-free" 
28 cocoa beans and cocoa butter. 

29}| 24, We understand that when the said duties on cocoa 


30) beans and cocoa butter were first imposed, the Canadian 
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Government stated that they were not intended as revenue" 
but rather as protection for the British West Indies. 

We firmly believe that such protection is now unnecessary 
and that our trade relations with the B.W.I. would 

not suffer were these duties to be rescinded. Relief 
from such duties would materially assist the Canadian 
Confectionery Industry in meeting foreign competition and 
result in greater "value for the dollar" to the Canadian 
consumer of confectionery products. 

25. We therefore urge that the duties under Tariff 
Items numbers 20a and 77a be removed from all imports of 


cocoa beans and cocoa butter. 


Conclusion 


26. In conclusion, the Confectionery Association of 
Canada would like to express its appreciation for this 
opportunity of appearing before you, and would like to 
emphasize its desire, on behalf of the Confectionery 
Industry of Canada, to contribute to the economic 
growth of well-being of Canada. 

Respectfully Submitted, 


Confectionery Association of Canada 


C.A.L. Sullivan 


General Manager 
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1} CONFECTIONERY ASSOCIATION OF CANADA 


2 44 King Street West 
3 Room 2523 

4 Toronto, Ontario 

KS 


May 7th, 1963 — 


7| Mr. Kenneth LeM. Carter, ¥.c.k. 
8] Chairman, and Commissioners, 
9| The Royal Commission on Taxation, 


10| Ottawa, Canada. 


11 
Gentlemen: 
12 
13] 1. On Friday, May 3, 1963, we forwarded to you 


14| thirty-five or more copies of our submission. On page 4, 
15 paragraph 14, of such document we expressed ow regrets 

16/ that statistics on imported confectionery for the fourth 
17] quarter of 1962, and, therefore, for the twelve month 

18 period ended December 31, 1962 were not, at that time, 

19| available, 

20 Such statistics are now available and we 

21} hasten to apprise you of them. As predicted, they further 


22|| decrease the share of the Canadian confectionery market 


23 enjoyed by foreign competition. Set out below is a 
24, comparison of imports for the full years 1961 and 1962, 
_ 25|| and a comparison of imports for the fourth quarter of 1961 


26| with that of 1962, the period when, we feel, the impact 


27 || of the temporary tariff surcharge was greatest: 
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January to December 


1961 1962 Decrease 
a) Chocolates, 

4 packages for 
5 rete sale 2,762,588 ib. 1,322,051 lb. 52.15 
6| b) Confectionery, 
7 coated with or 
8 containing 
9 chocolate, n.o.p. 8,785,801 lb. 6,804,615 lb. 22.55 
10/ c) Sugar Candy and 
11 Confectionery, 
12 n.o.p. 26,061,458 lb. 21,555,783 1b. 17.29 | 
13 | 
14 October to December | 
15 1961 1962 Decrease (2) 
16] a) Chocolates, packaged 
17 for retail sale 1,275,182 lb. JIG sso Te ST. Ft 
18), b) Confectionery, 
19 coated with or 
20 containing choc- 
21 Olate, n.o.p. 3,249,089 lb. 2,200,851 Ib. 32 26 
22|) ¢) Sugar Candy 
23 and Confectionery, 
24 n.o.p. 8,244,449 1b. 5,369,081 lb. 34.88 
25 
26] 3. While the effects on our industry of the temp+ 


orary tariff surcharge were certainly pleasant, we wish 
to make it abundantly clear thawe do not seek tariff 
protection which, we feel, is not in the best interests 


of the Canadian economy as a whole. Rather, we seek the 
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1/ right to compete fairly with other foods that are favoured 
2) with exemption from the payment of the "built-in" federal 
3] sales tax .... the more secure permanency of being treated 
4 oy an equal, 

5 Respectfully submitted, 


6 CONFECTIONERY ASSOCIATION OF CANADA 


9 C. A. L.»sullivan, 
CALS/MB General Manager. 
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SUMMARY OF CONCLUSIONS 
Bg This submission deals with the corporation | 
income tax and the oe of calculation of income fmm a 
business subject to income tax, and consequently bears on 
the following specific terms of reference of Order in 


Council P.C, 1962-1334, namely, "to provide information 


and make recommendatinns concerning: 


Mw 


a) the distribution of burdens among taxpayers 


resulting from existing rates, exemptions, 


reliefs and allowances provided in the personal 


and corporation income taxes .... , and 


f) the changes that may be made to achteve 


greater clarity, simplicity and effectiveness 


in the tax laws or their administration," 
@e The main recommendations of this brief, 


order in which they are developed are as follows: 


in the 


(a) The use of the corporation income tax as an 


instrument of taxation should be reduced, or 


even eliminated over the long run, There is no 


logical reason for levying a tax on corporation 


income, as such, since the concept of “ability’ 


to pay" has no relevance to a corporation, 


and since a mere tax on business activity is 


better levied in a form other than an income 


* Dax, 

(b) The definition of business income made 
to tax should have regard to developed 
clal practices in the determination of 


Special deductions from taxable income 


subject 
commer- 
income, 


to 


provide economic incentives should be used with 
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1 great caution because, (a) if they are to be effectiv 
2 they must be significant in amount and therefore 

3 _ contribute to the erosion of the tax base, (b) they 

A tend to cause discrimination between taxpayers 

5 because artificial yardsticks are set up for measure- 
6 ment of achievement of the right to the incentive, 

7 and (c) the administration of the Act is greatly 

8 complicated by the necessity to distinguish between 

9 thos taxpayers who are and are not entitled to the 

10 incentive. 


11) (¢) Specific amendment to existing legislation is needed 


12! to correct the present legal situation whereby income 
13 determined using the LIFO (last-in first-out) | 

14 | inventory costing assumption is not accepted as 

15 income for taxation purposes, in spite of its 

16 acceptability for commercial account purposes. The 
al LIFO method is the method that most closely reflects 
18 the true income of a business carried on in a 

19 certain way and the denial of its acceptability for 
20 taxation purposes effectively means that certain 

21 business taxpayers are not taxed on their real income 
22 which is inequitable, and frequently burdensome on 
23 the taxpayers. A suggested amendment to the Regulatigns 
24 to the present Income Tax Act permitting the use of 
25 LIFO for tax purposes is included in Appendix A. 


96| (da) Legislative sanction of the use of LIFO could 


27 be restricted to those taxpayers who particular 
28 circumstances make LIFO most appropriate for 

29 income determination, or it could be made 

30 
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generally available to all taxpayers. There are 


persuasive arguments that would support the 
extension of permission to use LIFO to all 


taxpayers. These, however, are arguments of 


policy whereas arguments in favour of a restric- 
ted right to use LIFO are made on the grounds of 
equity. The right to use LIFO puphe in equity, 
to be granted on a restricted basis, whether 


or not it is granted generally. 


34 The discussion in this brief is confined 
primarily to the taxation of income from business and does 
not consider other forms of taxation such as the sales 


tax. Also, since the great bulk of Canadian business is 


carried on by corporations, our reference is mainly to 


the corporation income tax, 


4, By way of preface, hawever, we raise the questio 
of why there should be a corporation income tax at all. 
Questions such as this can only be answered by reference 
to some basic philosophy of taxation, and we presume your 
Commission will want to, -- indeed will have to -- agree 
upon some fundamental postulates from which its detailed 
conclusions and recommendations will flow. For example, 
the following simple propositions (among others) will no 
doubt be considered and accepted or rejected by you: 
(a) Because the needs of government for revenue 
are ever-recurring, a substantial portion of 
the revenue should be raised by taxes that 


produce a steady yield. The best forms of 
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taxation, oy this criterion, would be the sales, 
turnover, expenditure or consumption taxes, and 
their variants. 

(bd) The taxation system should have some regard to 
ability to pay. This consideration is urged by 
some as the primary justification for the income 
tax, 

(c) The taxation system should be neutral in its 
effect on the economy, or alternatively the 
system should be capable of giving direction to 
the economy through changes of rates, forms of 
taxation, etc. 

Obviously, the weight given toech of such ee 

as important as their acceptance or rejection. | 

53 In our opinion, the corporation income tax is 

not particularly well-suited to meet any of the consider- 

ations mentioned above. At present, except for the low 
rate of tax on the first block of taxable income, it is 
levied at a flat rate. In this form, it becomes, in large 
measure, merely a tax on business activity just as the 
sales tax is, and the question arises whether it is good 
for the economy as a whole to levy a tax that bears on 
profitable business activity and not on unprofitable 
activity. It would seem that such a tax is likely to 

bear most heavily on the dynamic sectors of the economy 

on which we depend for growth. 

6. Furthermore, the consideration of “ability to 

pay" has no relevance to a corporation; ability to pay 

only has meaning in relation to an individual. The fact 


that a corporation is a person for purposes of the law 
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1| of contract, and commercial law generally, is misleading 

2) for taxation purposes, One cannot measure the ability to 
~ 3i pay of an artificial person such as a corporation, any 

4|| More than one can measure the ability to pay of a machine, 
5| In our opinion, therefore, income taxes can only logically 
6| be levied on natural persons. 

oT. For the foregoing reasons, we believe that it 

8|| would be wisé to substitute other forms of taxation for 

g| the corporation income tax. We recognize, of course, 


10| that because of the large amounts of revenue raised by 


11| the corporation tax, a complete substitution of, say, a 

12| sales tax for corporation income tax would not be feasible 
13], unless it took place gradually over is extended period. 

14| It, therefore, remains important that any tax on corporation 


15|| income (and on unincorporated business income) be made as 


16) equitable and efficient as possible. 


18|| THE MEANING OF "INCOME" 


19|| 8. "Income tax, if I may be pardoned for saying so, 
20|| 1s a tax on income" (London Country Council v. Attorney- 
91|| General, (1901) A.C.26) said Lord Macnaghten in one of 

22|| those judicial apothegms that tend to be quoted more often 
23| than is perhaps justified by their intrinsic wit. The 

24|| dictum displays little uncertainty about the meaning of 

mn "4ncome",-but this assurance is rarely shared by lawyers, 
26 || economists, accountants and others whose business it. is 

27|| to reflect upon the nature of income, For example, the 

23 | Study Group on Business Income (The Study Group was 

29|| sponsored by the then American Institute of Accountants = 


30|| the Rockefeller Foundation, It consisted of about fifty 
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accounting, economics,and finance, It published a number 


of studies in the period 1949 to 1952, and a report 


entitled "Changing Concepts of Business Income",) in its 


9. 


| final report said: 


"It 1s manifest that no single method of 
implementation of a single concept of income 
can in itself meet all the needs of those who 
use income determination ia a guide to action 
of one sort or another, The point that income 
1s defined differently for different purposes 
emerges from any discussion of economic, legal, 
or accounting history of the problem," 

- Page 107, para. 22, 


This being so, it might be expected that the 


meaning of income would be defined in any statute levying 


a tax upon Income, But such is not the case in Canada, 


For example, the Canadian Income Tax Act states: 


"Sec. 3. The income of a taxpayer for a taxatio 
year for the purposes of this Part is his income 
for the year from all sources inside or outside 
Canada, and without restricting the generality 
of the foregoing, includes income for the year 
from all 

(a) businesses 

(bo) property, and 


(c) offices and employments," 


This indicates the sources from which income is derived 


but not what income is, 


Then in section 4 -- 
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"Sec. 4. Subject to the other provisions of 
this Part, income for a taxation year from a 
business or property is the profit therefrom 
for the year," 
This merely substitutes the undefined word "profit" for 
the word "income", 
1. In the United States, the basis for the Federal 
income tax is the Sixteenth Amendment to the U.S, Con- 
stitution which became effective in 1913. This amendment 
does not define the word "income" but the Supreme Court 
has said, "Income within the meaning of the Sixteenth 
Amendment is the fruit that is borne of capital ... 
With few exceptions, if any, it is income as the word is 


known in the common speech of man," (U.S. v. Safety Car 


| Heating & Lighting Co,, 297 U.S. 88,99 (1936)) In 


another case, the Court said, "Income may be defined as 
gain derived from capital, from labour, or from both 
combined, including profit gained through the sale or 
conversion of capital." (Bowers v. Kerbaugh-Empire Co., 
271 U.S. 170 {1926)). The Internal Revenue Code itself 
states, "Taxable income shall be computed under the 
method of accounting on the basis of which the taxpayer 
regularly computes his income in keeping his books," but 
". . . if the method used does not clearly reflect 
income, the computation of taxable income shall be made 
under such method as, in the opinion of the Secretary 
or his delegate, does clearly reftect income," (Internal 
Revenue Code- Section 446), Thus the Code relies first 
upon the taxpayer's own accounting methods, but also 


evaluates them in the light of an independent standard 
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of the meaning of income, which standard, in practice, 

must be provided by what is normal for business generally. 

ee In this, the Code has merely followed the long 

established practice in England as evidenced by dicta in 

early cases, For example, in the Sun Insurance case, 

Lord Moulton said, "We have it by our own reasoning, and 

I think by the action of all commercial men, that the 

proper way ss ascertain profit . . . " (Sun Insurance 

Office v. Clark (1912) A.C.443 (underlining added). 

Similarly, in Smith versus The Lion Brewery Company, 

Lord Justice Farwell said, "The expression 'profit of a 

trade' bears its ordinary signification as used by 

business men in business", (Smith v. The Lion Brewery 

Co. Ltd. (1911) A.C.150). Also in the Usher Brewery case, 

Lord Loreburn said, "Profits and gains must be estimated 

on ordinary principles of commercial trade". (Usher's 

Wiltshire Brewery, Ltd. v. Bruce (1915) A.C,433). 

12, In some cases, the courts went on to indicate 

how the commercial practice applied. For example, in the 

Spanish Prospecting Company case, (Spanish Prospecting 

Co. (1911) 1 ch. 92) Lord Justice Fletcher Moulton said, 
"The word 'profits' has in my opinion a well 
defined legal meaning, and this meaning coin- 
cides with the fundamental conception of 'profits' 
in general parlance, although in mercantile 
phraseology the word may at times bear meanings 
indicated by the special context which deviate 
in some respect from this fundamental signifi- 
cation. 'Profits' implies a comparison between 


the state of a business at two specific dates 
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usually separated by an interval of a year, | 
The fundamental meaning is the amount of gain | 


made by the business during the year, This can 


only be ascertained by a comparison of the 
assets of the business at the two dates," 
13. Fundamentally, therefore, it may be said that 


the Courts have held that what was business income, was, 


-in the absence of specific provisions of law to the 
contrary, to be determined by business practice. The 
words"in the absence of specific provisions of law to 

the contrary", however, constitute a most important 
reservation in the foregoing general statement, 
Differences between income determined as a matter of 


business practice, and income determined for taxation 


purposes tend to proliferate as the years pass. These 


differences frequently arise because of concessions made 
in the law to special interests or for special purposes, 
for example, the "production incentives" contained in 
the 1962 amendments to the Income Tax Act, They may also 
arise because the Courts occasionally interpret 
the taxing statute legalistically, giving too much weight | 
to rules deduced from previous decisions, and not enough 
to the plain business meaning of "income", No better 
example of this can be provided than the decision of the 
Judicial Committee of the Privy Council in the Anaconda 
case (M.N.R. v. Anaconda American Brass Ltd. 55 DTC 1220) 
to the effect that since a previous decision had held 
that inventory should be valued at the lower of cost or 
market in the process of determining income, this method 


of income determination must be followed in every case, 
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and furthermore, in valuing the inventory, "cost" could 
not be determined using accepted accounting rules but must 
represent the actual outlay for each item in the inventory 
as nearly as that could be determined, The cumulative 
effect of such differences may indeed be so great that 
income subject to taxation can only be described in the 
words of Lord Wrenbury as "such income as is within the 
Act taxable under the Act", (Whitney v. C.I.R. (1925), 


10 Tc 113). 
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THE PLACE OF INCENTIVES IN INCOME TAX LEGISLATION 


14, A number of sections of the Canadian Income Tax 
Act are devoted to the provision of "incentives" of one 
sort or another. These may operate by way of permitting 
special reductions from income computed in the normal 
fashion, or special credits against the tax computed on 
normal income, In view of the argument that income is a 
pats seen appropriate basis for taxation, close 
scrutiny should be given to provisions that permit certain 
taxpayers to pay tax on less than their full income, 
Le Incentives offered may be classified into two 
general types: 
nie Incentives offered taxpayers to perform some 
activity they would not otherwise perform, and 
ee Incentives offered taxpayers to spur either 
a particular activity, or general activity, 
over the existing level. 
The distinction between the two types is well illustrated 
by the Scientific Research provisions of the Act. Under 


section 72, all expenditures on scientific research, 
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whether of an income or capital nature, may be adda 
in computing income, This is an incentive of the first 
type mentioned above, Under section 72A added in 1962, 
a corporate taxpayer may also claim an additional 50% 
of the amount of such expenditures in excess of expendi- 


tres incurred im a base year (i.e., the last taxation 


year that ended before April 11, 1962). This is an 


incentive of the second type. In our opinion, incentives 
of the first type have their place but should be used 
with caution, while incentives of the second type are 
discriminatory between taxpayers and wholly unsound, | 
26, In granting the first type of tax incentive, | 
the Government is trying to promote activities that the 
normal incentives of the market have failed to promote 


sufficiently. One may legitimately question why this 


should be necessary since our basic philosophy calls for 
dependence upmn the forces of a free market to determine 
the allocation of our economic resources. The answer 


customarily given is that businessmen may be unwilling 


to invest sufficiently in projects where the results are 
highly uncertain or the return may be long delayed. This 
would justify, for example, the incentives given in the 
Act to geological exploration and development work, which 
is largely a gamble, or to scientific research expendi- 
tures which are likewise uncertain of immediate result or 
which may not otherwise be warranted because of the 
restricted size of the Canadian market. We think these 
reasons for incentives in such fields as resource develop- 
ment and scientific research are sound. We suggest only 


that such incentives should be used sparingly since 
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overuse could very easily lead to too great a direction 
of the economy, We also think that, where granted, the 
incentives should be made available to the general run 
of taxpayers, not just to a restricted group, as has been 
done with the exploration, prospecting and development 
expense provisions, After all, since the concession is 
only against taxable income, the taxpayer must bear a 
substantial part of the cost and therefore, is hardly 
likely to be spending the government's money, and his 
own, frivolously. If, however, there is serious concern 
about possible abuse by individuals in the 70% to 80% 
tax bracket, the incentives could be restricted to 
corporations, other than personal corporations, 

A Tue The second type of incentive reduces itself 
largely to an attempt to produce an incentive on the 
cheap. The limitation on revenue loss to the Government 
is attained by means of discrimination between taxpayers. 
Thus the taxpayer who was foresighted enough to carry on 
a research programme appropriate to his needs prior to 
1962, gets no benefit from the sectinn 72A deduction 
while the laggard who commences a research programme in 
1962 or after, is rewarded. Similarly the corporation 
that was exploiting its sales opportunities to the full 
prior to 1962 receives little advantage from the 1962 
“production incentives" provided by section 40A of the 
Act while the corporation previously running at half- 
steam has much more opportunity to benefit, 

ioe Limitations on the availability of special 
incentives inevitably require special provisions in the 


Act to spell them out. As special providons increase, 
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the complexity of the statute is multiplied, to the 
detriment of the effectiveness of the incentives and 
conceivably to a point where the whole adriinistration of 
the Act could break down, For example, provision of the 
production incentives requires statutory definitions of 
a "manufacturing and processing corporation", "sales", 
“net sales", "tax otherwise payable", the invention of 

a new concept, the "connected corporation" and provisions 
to prevent abuse or eliminate possible unfairness, deal- 
ing with such matters as the purchase by one corporation 
of another business, amalgamations, short fiscal periods, 
and artificial sales, If past experience is any guide, 
the only certainty about these provisions is that some 
taxpayers will find a way to circumvent them in a manner 
not intended by those who drafted the legislation, while 
other taxpayers who are entitled to any benefit of this 
sort will be denied it through some unforeseen flaw in 


the special provisions. 


THE MEANING OF "INCOME" -- ACCOUNTING AND TAXATION 
EE ESN LAAALLON 


19, Quite apart from.the effect of special purpose 
incentive legislation in the Act, the extent of the 
difference between income determined under business 
practice and income subject to taxation would seem to be 
unsatisfactory, If income subject to tax is not to be 
defined in the taxing statute, it ought, in the interests 
of equity among taxpayers, to be determined by some in- 
dependent and recognized standard, Conversely, if such 
a standard is not used, the Statute itself should state 


what 1t is attempting to tax, and not leave the issue to 
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be decided by the Courts through a laborious and uncertain 
process of interpretation of the meaning of words used in 
the Act rather than of the intention expressed in the 

Act. 

20. If the necessity for making this choice is 
accepted, it will be in order to turn to a consideration 
of the practices followed by business accountancy in 
determining income, As was indicated in the report of 


the Study Group on Business Income, any examination of 


the practices followed by business in determining profits 


| reveals a considerable diversity from one business to 


another, and, further, a considerable change in prevailing 
practices over long periods of time. A half-century ago, 


profit for a period was thought of as the change in the 


| net value of business assets (appropriate allowance being 


made for capital introduced and withdrawn). For example, 
in a paper entitled "The Profits of a Corporation" 
delivered at the First International Congress of Account- 
ants in 1904, A. Lowes Dickinson said: 
This definition would permit any business concer 
to revalue periodically the whole of its assets 
and liabilities and to record the difference 
between its surplus so ascertained at the 
commencement and the end of the year as its 
Profit or Loss, respectively; and provided 
that this estimate was fairly and reasonably 
made, there would be no objectin to such a 
course, In other words, every appreciation of 
assets is a Profit, and every depreciation a 


Loss; and in many private concerns this method, 
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7 technically known as 'Single Entry', of 

2| ascertaining profits has been regularly | 
J adopted for years without bad results." 

| The harmony between this view and that expressed by Lord 
: Justice Fletcher Moulton in the Spanish Prospecting Co. 

6 case (see paragraph 12) may be noted. 


| 
| 
| 
| 
7) 21. This approach essentially required an Livesteey | 
8) and valuation of all the assets of a business, However, | 
9, even in simpler days, the valuation of capital assets | 
10; peculiar to a business, or of stock in trade at varying | 
11, stages of production, presented problems, and valuations | 
12) at cost, or cost less reserves dictated by prudence were | 
13/ common, This natural conservatism was reinforced later 
14, by considerations of dividend and tax policy which made | 
15) it desirable that income should be "realized", 1.e., | 
16 | should be in the form of cash or cash equivalents | 

| 


(accounts receivable) before being taken into account. 


The process of profit determination then became one of 
matching the costs of the business against the revenues 
recognized in the accounts. Thus from a position where 
business income was determined by a process of valuation 
of business assets, we have moved to a position where 
the valuation of the assets of a business is dependent 
upon the process of determination of its income. 

22. The great majority of modern accounting prin- 
ciples or rules relate to the solution of these two 
fundamental questions: 

ae When shall revenue be recognized in the account? 
3. What costs should be matched (written off) 


against revenues recognized in an accounting 
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period, in order to arrive at income for 


the period? 

The first of these questions is the simpler in practice, 
Revenues will be recognized normally when they are both 
"realizable" (i.e., an enforceable claim for payment 
exists) and “earned” (i.e., the effort producing the 
revenue has been accomplished). There are some exceptions 
to this general rule, but they are not numerous. The 
second problem, that of appropriate matching ie ee 

is more complex. It involves the classification of costs 
incurred by the business bra@dly into capital costs, to 
be matched against income through depreciation accounting; 
product costs, to be carried as part of inventory until 
absorbed as costs of sales; and period costs, which are 
costs of being in business that cannot be closely related 
to the production of any particular goods or services, 
and therefore are written off as incurred. 
Bos In our view, any scheme of Sets must 
approach the problem of income determination along much 
the same lines. It is difficult to cnnceive that a 

scheme involving taxation of unrealized gains would be 
either workable, or acceptable to the vast body of tax- 
payers. The tax must fall at or near the time that 
revenue is realized in a disposable (cash) form; other- 
wise the onerous burden will fall on the taxpayer of 
budgeting to pay the tax before he has achieved the 
wherewithal from which it should be paid. We are in 
agreement with the Radcliffe Committee in this view: 

"The law does not treat an unrealized rise in 


the value of property as income, Its general 


oe 
“Dp 
ey 

i 


ah oe 
cal ie i mt hy at) Le 


Hany) 1) My a 
6 bho fl ' dare al “ Ue 


redhat Te 4 Pere A fi 
pai Aly na ? a. | 


em a Sra GaN 3 Se a fe ae 
wen ea sd wane an Fie 
2 ents cane ‘i sororres ss doen ae 


; 
ey j 
aed v3 ono 2 tnitten aa nf am A Wiech t: re 


ie 
i, 
ii 
i 
aa 
Ee 
= 
-~ 
snl 
e 
a 
= 
ba 
L>-4 
J 
a 
+ 
= 
® 
ee 
rd 
he 
= 
~~ 
S 
2 
= 
= 
~~" 


Siena » A ee eteptiad terion ion ine etve 


1 (l a ae t ; . | | i 
. ated te Dey hens ef Lie. detgin, ames Leura j e Sahl 
i i] eaten Anteit ne to Rody O89 grimpenct PORN; * 


hei ve ; 5 | 
ae Re Sa Lev tet watw be pres melt. oo eR ent pe te) ae 
‘oe ae 
mM 
ie 7 


‘ae pabien bee pe toss wid te seowhem: Latoe “416 to, - 
Pe 


¥ 
i 
4 


vm Deity ages Beatie bas dgnimosal cod atmems ghee eS het 
“asks RD ghuome ata? Sfudw boetham @ owe é Se ees 


Cath “eeaee gakssuq .eea hala he GRO tre aes 


| aattee: plontioge oom Sect .o2 sate molsteesp avts ae | 


% 
: 4 y a . adi | 
“ai kiinet > spoheus aye! ot Seow at. bodihem esaty ; iter 


ee gd vel, iad, sermdad eet eldaamowme: et ot Pas, ; ar 

I by 
fee WIM ers ere: sd mesuye s- blooo ylothit. weet iy ha: 

ule i 

Ste { 4 ‘ i i 
4 cal So suet Heke gol canteens ob dant + berioen! 7 or) 
Tb uted eeeetog: etd: £05. F0 amie dimermes axis Ap 0k 

‘ ts . - gant et sd il ; 4 
er seroeA)- - Strives: 62 2 Sa a ea as NSS OL ; by ‘hed 
uth So emleakely efF mo aodpetavs) Lawok oft. 0 oe.) Tee 


1 Sgnesoren 2.4 4 ROL, ded DT) cope bow etiont SR |: 


ag 
hy. 
; i 2: f f 
si ne Wt tele hi a 


ad of ot MUNTey er ded Aoerge. vi $2. cele. th. ae : 


moles ot ~bestiser ‘we. Sine emoort widens: oom ceed Fam 


aps oes a bermenh are i sot OF wOe mk: mulae “4 at be 


>» aid » 


i penent 2 Styame, ae: seen gee ihe toon, esta, sae ‘4 i oN 
fc _perarosma a ar oy PTA at. cae id G9. tee bin 


ag 1 ia 4 My ual 
a Te ea | 
i (4 E oe # Uy ' j , a? * 
Pe) A } . ‘. OF an aa > 
1 pe J Me i. } , 
WH? + j 
i i] 


a s ré¢ \ f an 
it he ar « vie ¥ a 


a oe ery Hb 


ae are 
Tah Ra: fete oes ae of ie gee m 


29 


30 


| 


ANGUS. STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 18 


theory is that taxable income consists of 
actual receipts of money or money's worth ..., 
To define income in this way is to define it 
for the purposes of a workable system of tax 
collection. Other definitions may be more 
appropriate, and indeed more intellectually 
satisfying, for other purposes. A man's 
annual income might well be arrived at by 
comparing the value of his total resources 
at the opening of the period with the value 
of his total resources at the close and making 
adjustments for incomings and outgoings. 
Such a method would take account of unrealized 
appreciations of value. But, putting aside 
the question which is the more equitable method, 
this method is exposed to the major ob jection 
that it is unworkable for income tax, for by no 
possibility could a system be operated which 
involved a fresh determination each year of 
the current values of all the possessions of 
the taxpayers of the country." (Report of 
the Royal Commission on the Taxation of 
Profits and Income (U.K.) 1955 P.26, paragraph 
83.) , 
24, If, then, 1t is agreed that revenue is to be 
taken into taxable income only as realized, the remain- 
ing problem is how to match costs incurred by the 


business against such revenue, in order to compute income 


Subject to tax. For tax purposes, as for accounting, 
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this entails an initial allocation of incurred costs as 
between period costs (to be absorbed in the period in- 
curred) capital costs, and product (inventory) costs. The 
latter two categories of costs much then be matched 
against revenue on an quitable basis through the use of 
depreciation accounting and inventory costing conventions, 
ig The immediate question that arises is, why 
should the taxation statute attempt to write its own 
solutions to these problems, when accounting conventions 


have been fully developed with precisely the same aim in 


| view -- namely the proper determination of income, 


Accounting principles are not developed irresponsibly or 


| haphazardly, but rather to meet the needs of the user of 


| financial data for a fair determination of income, 


Indeed, it can be argued with force that if a taxation 
rule is seriously at variance with an accounting principle 


the probability is high that the taxpayer is being 


| treated inequitably, 


26. We have recognized, however, in our earlier 
discussion that accounting methods may be quite diverse, 
as they are adapted to meet the circumstances of individua 
businesses, and also because there is inherent in their 
application some element of judgment. For example, the 
depreciation charge against income will vary depending 

on the system of amortization chosen (diminishing balance, 
straight-line, or other) and on the judgment of management 
as to the probable economic life of the business assets, 
In theory, it is even possible that two identical 
businesses with identical assets, using the same deprecia- 


tion method might have different depreciation charges 
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1| because one business followed a more careful maintenance 
2| policy than the other, and therefore prolonged the pro- 

3] bable useful lives of its assets. Because of this 

4| possible variety in the application of accounting methods, 
5) it is sometimes argued that special taxation rules are 

6] required for administrative convenience, and to avoid 

7 thats between taxpayers. 

2 27. No one would question that a taxation system 

9| mst be administratively workable. We wamld go further 


10] and say that it is highly desirable that it be not only 


11) Workable, but also convenient to administer. We do not 
12] think, however, that considerations of mere convenience 

13] should override the principle of fairness to and among 

14| taxpayers. What is workable and what is fair in any 

15] given area of taxation may, of course, be partly a matter 
16] of judgment. 

17) 28. We think, for example, that the capital cost 

18] allowance system has justified itself as a tool of tax 

19|| administration in place of attempting to make allowances 
20| for depreciation geared to the requirements of individual 
21|| taxpayers. It could be improved by providing for the 

22|| amortization of intangible capital costs -- now sometimes 
23|| known as "nothings" as far astheir tax status is concerned 
24| -- but in general the system works well. Almost certainly 
25|| this is because the write-offs allwed for tax purposes 


26|| are, for most businesses, reasonably generous. 


28 || INVENTORY ACCOUNTING METHODS AND INCOME -- WITH SPECIAL 
29 || REFERENCE TO LIFO 


30]; 29, We think that the present treatment of inventoriés 
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1| in Canadian income taxation is considerably less satis- 
2| factory, and this prings us to the mainagument of our 

3| Brief, namely that the effect of the decision of the 

4|| Judicial Committee of the Privy Council in the Anaconda 

5| case denying the use of LIFO, a well recognized inventory 
6| accounting method, is inequitable and burdensome to cer- 
7| tain taxpayers and has the effect, in their case. of 


g| levying a tax that is not based on income, properly 


g| determined. 

10|| 30. It is our contention that the use of LIFO 

11| inventory method provides a proper determination of income 
12| for this Company, and others similarly situated, and that 
13| the FIFO (First-in, first-out) inventory method, which 

14| we are forced to use for taxation purposes, does not. 

15| We should explain briefly why this is so. Earlier, 

16|| (in paragraph 22 ) we referred to the two fundamental 

17| problems in income determination of timing of revenue 

18|| recognition and matching of costs against revenues 

19|| recognized. Most businesses follow the practice of 

20|| recording revenues when a sale is fulfilled by shipment 
21| of goods and we do the same, The problem then arises, 

22|| in determining income for a year, of allocating an 

23|| appropriate measure of costs against the year's revenues, 
24) In particular, there is the question of what portion of 


25|| costs incurred to acquire or produce goods should be 


26|| written off as representing the costs of the goods sold. 
a4 31. In a few cases this is no problem, For example, 
28 || the dealer in precious gems, or in fine works of art, 

29|| will know the cost of the individual items in his inven- 


30|| tory and thus can specifically identify the costs of 
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items sold. In most cases, however, too much record- 
keeping would be involved in keeping track of individual 
inventory items and in any event, where one inventory 
item is substitutable for another, information that one 
cost a little more or a little less than another is 
useless, As a result, costs incurred to acquire inventory 
are normally not associated in the records with the 
individual goods acquired, and it becomes necessary to 
make some reasmable assumption as to the costs that 
should be associated with the goods sold, 
ce The emphasis here is on the word "reasonable" 
and raises the question -- "What is to be the standard 
of reasonableness?" Accounting theory answers this in 
terms of the end result. That method is most reasonable 
that produces the most reasonable determination of income, 
For example, Bulletin No. 5 of the Committee on Account- 
ing and Auditing Research of the Canadian Institute of 
Chartered Accountants states: 
"The method selected for determining cost 
should be one which results in the fairest 
matching of costs against revenues regardless 
of whether or not the method corresponds to 
the physical flow of goods. Thus, if the 
selling price of the finished product varies 
concurrently with the price of the raw material, 
the LIFO method of cost determination may be 
appropriate even though the goods first received 
are those first disposed of,” 
The Judicial Committee of the Privy Council, on the other 


hand, ignored the question of what was the most reasonable 
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method of determining income and based its decision in 

the Anaconda case on principles of income tax law it 
derived from earlier cases, On this basis, it found that 
for purposes of income tax the inventory at the beginning 
and end of the year must be valued using the rule of "cost 
or market price, whichever is lower", and the cost 

assumed must be that of the actual goods in inventory so 
far as it could be ascertained, For this purpose, it was 
decided that the FIFO assumption was as good as any. A 
dealer in perishable commodities would certainly try to 
clear out his earliest stock first and many other busin- 
esses would have at least a tendency to clean out old 
inventory from time to time, It was recognized that there 
might also be situations where an "average cost" method 

of valuation would be appropriate, 


cee By logical extension of the judgment a LIFO 


| assumption would also be appropriate where it accorded 


with the physical facts, For example, a coal dealer 


who stored his coal in a pile, making deliveries from the 


| top of the pile, might be justified in using a LIFO 


assumption, while a coal dealer who stored his coal in a 
coe. loading from the top and making deliveries from 
the bottom would use a FIFO assumption, This illustration 
indicates the weakness of using physical flow as the 

sole standard of reasonableness, Is the income of one 
coal dealer different from that of another merely because 
one loads his trucks from a pile while the other loads 
from a hopper? Yet this can be the result of basing the 
inventory costing assumption merely on an attempt to 


arrive at specific identification of costs of actual 
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1) Physical goods in inventory, 
2] 34. It remains to show why LIFO provides a reason- 
3| able method of income determination for a business such 
4 @s ours, The key to this lies in our methods of doing 
5; business, We regard ourselves as processors of metals 
6| and fabricators of metal products, not as dealers in 
7| metals, We aim to make a profit, not by buying cheap 
8 and selling dear, but by receiving fair compensation for 
9; our processing and fabrication effort. Our selling price 
10) to a customer is, in effect, made up of two components, 
11) @ processing charge and reimbursement for the metal con- 
12 tent. If it were generally convenient, we would have 
13 the customer buy the metal for his own account, and merely 
14] charge him for processing it. However, this is not 
15] normally possible, To meet our customers! needs, we have 
16| to have a stock of metals on hand at all times in raw, 
17| semi-processed or finished form, Accordingly, we attempt 
1g] to maintain such a basic stock at all times and each 
19] month we order enough copper, zinc, etc., to replace the 
20|| amounts we estimate will be used in the next month. We 
21| also adjust our selling prices regularly to reflect 
22|| changes in the replacement cost of the metals we buy, 
23| With the result that our sales proceeds from customers 
24| and payments to suppliers are closely related and the 
25, former automatically provides the cash with which to meet 
26| the latter, regardless of whether metal prices are up or 
27| down, This is most important since violent swings in 
2g} the prices of our basic raw materials (mainly copper) 
29] Over relatively short periods of time, have occurred in 
30 the past, and may logically be expected to occur again, 
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356 In short, because of our manner of doing 
business, we, in effect, charge the customer with current 
metal costs, The LIFO method of inventory accounting 
results in charging latest costs against sales revenue 
and, therefore, clearly reflects our method of doing 
business and results in a proper determination of our 
income, No other generally accepted accounting method 
would be as satisfactory. Taxation based upon the FIFO 
assumption does not properly tax our income; in some 
years the tax will be much higher than it should be, 

in others, much less, The matter is of great practical 
importance to us because we must carry a large basic 
inventory of metal (equivalent to the metal content of 
about four months sales) and because metal price 
fluctuations can be sharp, so that differences in the 
inventory valuations at times can be substantial. In 
addition, periods of rising prices often coincide with 
periods of increased business volume so that the require- 
ment for tax on the increased FIFO valuation is added 

to the strain on our resources caused by financing the 


increased business, 


| BG. A few illustrative figures will help to bring 


the foregoing into focus, In table I below we show for 
a ten year period the average price per lb. of metal we 
have realized on sales of all products. We also show 
the average cost of metals in products sold as shown by 
our accounts and determined by the LIFO method (with 
minor exceptions). The spread between the average 
realization per lb, and the average cost per lb. repre- 


sents the processing charge component in our selling 
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prices, Minor fluctuations, in this average spread, will 
occur from year to year because of changes in the "mix" 
of products sold (some having higher processing charges 
than others), but in general, this average is representa- 
tive of our processing charge. In the period covered, 
the charge per lb. has trended upwards, naturally, as we 
have had to increase our charges to cover increased 
labour and other costs. For comparative purposes, we also 
show the average cost per lb. of metal sold as determined 
by the FIFO method under which we are taxed, and the 
spread between average cost and sales realization on this 


assumption, 
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COMPARISON OF AVERAGE REALIZATION PER LB, OF METAL SOLD 
WITH AVERAGE COST OF METAL SOLD, AS DETERMINED UNDER 
LIFO AND FIFO ASSUMPTIONS 
1953 - 1962 —_ 
Average 


realization LIFO Assumption FIFO Assumption 


per lb. Cost Cost 


Year on sales - per lb. Spread per 1b. Spread 


1953 45,68¢ 28.43¢ 17.25¢ 28.75¢ 16.93% 
1954 45.71 28.04 17.67 27.99 17.72 
1955 52.61 34.92 17.69 32.47 20,14 
1956 59.92 39.53 20.39 41.70 18,22 
1957 49.17 28.45 20.72 31.62 17.55 
1958 45 44 25.00 20.44 24.37 21.07 
1959 50.11 28.64 21.57 27.81 - 22.30 
1960 50.96 29.36 21.60 29.66 21.30 
1961 49.50 28 .33 21.17 27.83 21.67 
1962 50.39 30.34 20.05 29.94 20.45 


on The LIFO figures in. this table illustrate how 
our processing charge increased over the ten-year period, 


rapidly in 1956 and 1957, and more slowly before and after 


| This is in spite of the fact that our sales realization 


per lb. reached a peak in 1956 which was almost 20% 
higher than in any subsequent year. In contrast, the 
FIFO figures show that our return after covering metal 
costs fluctuated quite erratically, especially in the 


period 1954 to 1959, viz -- 
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Processing charge Processing charge 
LIFO Assumption FIFO Assumption 
1954 17.67¢ per lb. 17.72¢ per 1b. 
1955 17.69 20.14 
1956 | 20.39 18,22 
1957 20.72 17.55 
1958 20.44 21.07 


The variations in processing charge are, of course, 
reflected in the net income of the Company after absorb- 
ing our costs of processing, selling, administration, etc. 
Thus our net income (before tax) per lb. of metal 
processed and sold in the five years appears as follows 


under the two accounting assumptions: 


Net income before tax per lb. 


LIFO FIFO 
1954 4,02¢ 4.07% 
1955 4,86 7.32 
1956 4,36 2.18 
1957 4 28 E11 
1958 4 47 5.210 
38. The year 1955 was our highest volume year for 


some time and has not been matched since, so that our 
profits per unit of sales in that year showed the improve- 
ment one would expect from the fact that some costs do not 
increase proportionately with volume, However, volume 
changes are not rearly enough to explain the changes in 
profit per 1b. shown by the FIFO figures. For example, 
1956 was a considerably higher volume than 1954 or 1958 
but shows a much lower unit profit, while 1957 was about 


on a par with 1954 yet shows the lowest unit profit of all 
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The explanation of the fluctuations in the FIFO 
2| profits lies rather in the effect of the FIFO assumption 

3 on costs shawn when basic material prices are rising or 

4 falling. We adjust our selling prices to reflect current 
replacement costs of metal, and through the LIFO method 

6| we match as closely as possible current replacement costs 
7 with current sales revenues so that the two are in step. 

8 Under the FIFO assumption, however, income is charged not 
9 with current metal costs, but rather with costs prevail- 

10 ing some months earlier. On a rising market, current 

11 costs are higher than earlier costs and therefore the use 
12) Of earlier FIFO costs overstates income while on a 

13|| falling market the reverse is true. 

14 Ho, This may be illustrated by the following hypo- 

15 thetical example showing profit figures arrived at on the 
16 two inventory methods over a three year period, in the 


first half of which metal prices were rising, while in 


17 

18 the second half they were falling. While the price and 
19 volume figures used in this example are hypothetical, 

20 We have attempted to make the illustration realistic, 

a1 The metal prices shown, for example, approximate the 

22 actual course of copper prices in the years 1955 to 1957. 


23 Volume relationships are also realistic in that the 


4 inventory amounts to over a quarter-year's production, 


25|| and purchases and sales volumes are approximately matched, 
26 || 28 we attempt to do, Similarly sales prices are adjusted 


27| in step with costs of buying metal, 


29 
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1} 41. The figures for profit per lb. of metal sold 

2| emphasize the unrealistic results obtained by the FIFO 

3| costing assumption in circumstances such as these. It is 
4| Just not reasonable to show a profit of 9,12¢ per 1b. 


5] in one year and 1.97¢ per 1b. in the next when sales 


6| Prices are regularly adjusted to cover processing costs 
7| and provide a steady differential over metal costs. 

g| Rather, the swings in profits reported are merely the 

9g| result of revaluation of inventory that must be carried 
10| and cannot be liquidated if the business is to carry on, 
11) For example, the higher FIFO profit shown in year 1 is 


12| merely the result of valuing the 9,000,000 lbs. of metal 


13| in the closing inventory at 43¢ a lb. ‘nstead of the 25¢ 
14)| a 1b. at which the metal was valued at the beginning of 
15| the year, making a difference of $1,620,000, 

16|| 42. It is submitted, therefore, that in the inter- 
17] ests of equity to taxpayers such as ourselves, the legal 


1g) rule enunciated by the Privy Council in the Anaconda case 


19| ~ought.. to be overriden by statute or regulation. The 

20|| precise manner in which this should be done need not 

21) concern the Commission unduly, but some comments may be 

22|| helpful. As has been indicated, LIFO is particularly 

23| appropriate for income determination under certain special 
24) Conditions. In his judgment in the Exchequer Court, 

25|| (Anaconda American Brass Ltd. v. M.N.R. 52 DTC 1111) 

26| which was subsequently upheld by a majority of the Supreme 
27|| Court of Canada, (M.N.R. v. Anaconda American Brass Ltd. 
28 | 54 DTC 1179) Mr, Justice Thorson summarized these con- 


29] ditions very clearly, as follows: 
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1 "Where a manufacturing company 

2 1. Avoids speculation or trading in its 

3 materials; 

4 2. Makes the sales price of its finished 

5 products closely reflect the current re- 

6 placement cost of their materials content; 
7 3. Matches its purchases of materials to its 
8 sales of finished products so that the in- 
9 flow of the materials equals the outflow 
10 of the materials content of the finished 
11 products; 

12 4, Must continuously maintain a large inventory 
13 and 

14 5. The rate of its turnover is slow." 

15) 43, We are not aware how many businesses in Canada 


16), would meet these conditions but we do not imagine there 
17|| would be a great many. The problem, therefore, would be 
18|| to draw a statutory rule that would distinguish fairly 
19) between those taxpayers entitled to use LIFO and those 
20| Who are not. One way might be to attempt to quantify 

21) some of Mr. Justice Thorson's tests. For example, one 
22) test might be that the method would only be open to taxe 
23|| payers whose inventory on average, constituted more than 
24| three months sales volume and whose physical inventory 
25 || volume could be accounted to the extent of a given per 
26|| cent or per cents, by one, two or three basic raw mater- 
27 Lals, so that it was effectively possible to match sales 
28 || prices with raw material costs. Another way would be to 


29), allow the exercise of ministerial discretion in permittin 


30] the use of LIFO, (but this would seem to be counter to 
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i sree ta 


j| the trend in administration of the Act in the past 15 

2| years). Still another way would be to enunciate a general 
3 rule as to the conditions under which the use of LIFO 

4 Would be deemed appropriate and leave it to the Courts to 
5 decide any particular case where the Minister and the 

6 taxpayer could not agree on the basis of the facts. This 
7 approach was adopted a few years ago by a group of 

8 lawyers and accountants who were urging amendment to the 
9 Regulations to the Income Tax Act so as to permit the use 
10 of LIFO in conditions such as we have described, The 
draft amendment submitted by that group 1s attached here- 
12| to as Appendix A, It will be noted that the tests for 

13), the admissibility of LIFO have been reduced to what, in 
14) Our view, are the key tests, namely that the taxpayer 

15|| regularly follows "the practice of purchasing, substan- 
16| tially as sales of finished products occur, replacement 
17|| materials in quantities similar to the quantities of 


1g|| Materials contained in the products sold and of having 


19 his selling prices reflect changes in the current replace- 


29|| ment cost of the material content of finished products 


91|| Substantially as such changes occur." 


23| THE CASE FOR AND AGAINST THE GENERAL USE OF LIFO FOR TAX 


94|| PURPOSES 

a5|| 44. So far we have dealt with the case for the 

26| admissibility of LIFO under quite restricted conditions, 
27|| namely where the taxpayer's basic materials are subject 


28 to violent price fluctuations, where he must carry a 


29 large inventory, and where he adopts a method of conduc- 


30 ting his business designed to hedge the resulting 
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inventory risk by balancing his sales and purchase 
commitments and regularly adjusting his sales price to 
reflect his material replacement cost. These are the 
eonditions which LIFO accounting was first developed to 
meet, and constitute the traditional justification for 
LIFO, 

45, A discussion of LIFO, however, would not be 
complete without reference to its widespread use in the 
United States under conditions that do not conform with 
the traditional conditions we have just described, 

(Of 600 companies surveyed in the 1962 edition of the 
publication "Accounting Trends and Techniques", 201 
reported the use of LIFO). (Accounting Trends and Tech- 
niques, 16th Edition, Page 51 - Published by the American 
Institute of Certified Public Accountants, 666 Fifth 
Avenue, New York, N.Y., U.S.A.) There one finds LIFO 
inventory accounting, in one form or another, used by 
some retail department and specialty stores, meat packers, 
pulp and paper companies and many other miscellaneous 
businesses, The reason for this relatively widespread 
use of LIFO lies in the general inflation of prices that 
has taken place since 1939, together with the admissibili- 
ty of the method for tax purposes, Where the price level 
is steadily rising, the use of FIFO, which matches the 
earliest inventory costs against sven: results in 
reporting a higher income than would be reported if 
latest costs were written off against currert revenues, 
Since inventory must be replaced so long as a business 
continues, it is argued that the higher income is not 


really realizable, and a better income determination is 
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made by matching latest costs against revenues through 


the use of the LIFO method, Or, in more theoretical 
terms, it is argued that income should be measured by 
matching sales dollars with cost dollars of the same 
relative purchasing power. Since the latest costs 
incurred will reflect the current purchasing power of the 
dollar, the LIFO method is an expedient way to eliminate 
the effect of tike changing value of the dollar in comput -— 
ing income (insofar as inventory accounting is concerned), 
46. Although this argument has some points of 
similarity to the case for LIFO under the traditional 
conditions, there are important differences, The normal 
business does not attempt to achieve a close matching 
between its selling prices and current costs nor to match 
its purchase and sale commitments, It cannot, therefore, 
be said of most businesses that the LIFO method is the 
only method that fairly reflects its method of doing 
business in all circumstances. Instead the argument mst 
run to the effect that a more useful definition of 

annual income is produced if it is closely tied to dis- 
posable cash arising from operations of the period. For 
taxation purposes, therefore, it follows that while LIFO 
ought to be accepted for certain taxpayers, as heing the 
only measure of their income, the desirability of general 
extension of permission to use LIFO is more a matter of 
policy, 

AT, The strength of the case for a general extension 
of LIFO depends partly upon the probability of continued 
general inflation, partly on the smoothing effect it may 


have on the economy, and partly upon considerations of 
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“equity among taxpayers. There can be little doubt that 


a combination of a considerable degree of inflation and 
P a high rate of taxation applied to income determined 
2 under normal accounting rules would place a most onerous 
H burden upon business, The likelihood of continued in- 
* flation, however, is necessarily a matter for conjecture, 
° There have been some warnings of deflation recently, and 
: the existing fact of underemployment plant and manpower in 
this country, and others, does not suggest strong 
| inflationary pressures in the near and medium term. 
” Nevertheless, it must be admitted that the very long-term 
af trend over the centuries has been a continual drop in 
cal the purchasing power of money, and experience since the 
"| last war, when prices have risen even through periods of 
“| mild recession, have convinced the average businessman 
r that some price inflation is the normal condition. In 

| these circumstances, permission for the general use of 

pe LIFO in computing business income might well have an 
is encouraging effect on business generally. In addition, 
| it 1s probable that the use of LIFO on a wide scale would 
: tend to level out some of the peaks and valleys in the 
ry economy, Government revenues would be more regular as 
rT a result of the elimination of fluctuations in taxable 
a profits associated merely with price fluctuations. Busines 
a cash requirements would similarly be stabilized. 

Business investment decisions might also be made in a 
* more orderly fashion, 
% 48, At the present time, the taxing system does 
e not allow for the maintenance of the real physical capital 
: of a business during an inflationary period before income 

tax is levied. On the other hand, it has been pointed 
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ANGUS, STONEHOUSE & CO. LTD, 38 
out that the owner of capital such as bonds, the value 

of which is expressed in monetary terms, is not granted 
an allowance against the decline in real value of his 
investment, and it is suggested that it would be unfair 
to protect one type of taxpayer against inflation without 
protecting the other, We think the strength of this 
argument can be overrated, With the existing more general 
consciousness of the dangers of inflation, the investor 
may be expected to turn to more appropriate media of 
investment or to demand a higher return on fixed dollar 
value securities to compensate for the inflationary risk. 
Similarly, the pensioner will receive more protection 
through institutional investment policy along the same 
lines, or through such devices as the variable annuity 
plans now being developed. In any event, it may well 

be argued that the overall welfare depends on the general 


health of business and it is of the first importance to 


preserve an economic climate that will be favourable to 
the business investment and expansion. It must also be 
remembered that many Canadian businesses must compete 
with foreign business for markets and shoulda not, there- 
fore, have to carry a tax burden that is out of lire with 
theirs, In this connection, we have prepared a brief 
note of practices of other countries in the taxation of 
business income, with particular reference to inventory 
methods permitted for tax purposes, and this is included 
as Appendix B, 

49, It must be recognized that a general extension 
of the permission to use LIFO would cause administrative 


problems that would nc& be encountered if permission were 
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restricted to those taxpayers meeting the classical tests 
for LIFO, For example, only processors using a relativel 
few basic raw materials are, in practice, able to conduct 
their business so as to match sales prices with material 
costs and purchase and sale volume commitments, If LIFO 
is used by other types of businesses, special accounting 
rules have to be devised to give effect to a last-in 
first-out assumption of flow of costs. Some of the 
problems involved are: 
ae The problem of classifying goods by pools 
(category, group or department), to which the 
last-in, first-out assumption would apply. 
2. The problem of constructing index numbers 
for application to inventories determined by 
the retail method, 
3. The problem of dealing with “involuntary 
liquidation" of inventory. , 
While these are difficult problems, it will be remembered 
that they have been dealt with in the United States, and 
Canada would be able to draw upon experience there if 
LIFO were to be introduced broadly here, We attach as 
Appendix C a memorandum on the administration of LIFO 


tax rules in the United States, 


THE COMPANY 

50. In conclusion, for the information of the 
Commission, we submit a brief description of our Company 
and its activities, Anaconda American Brass Limited 

is a prime metal processor, having its head office and 


fabricating plant in New Toronto, Ontario, warehouses 
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in Montreal, and Vancouver, and sales offices in Quebec 


City, Montreal, Winnipeg, Calgary and Vancouver, The 
business of the company is the production and sales of 
sheets, rod, tube and other industrial forms made of 
copper, brass, bronze or copper-nickel alloys. Its 
principal customers are makers of automobile components, 
heavy electrical equipment, and the construction industry. 
About 12% of its sales are currently made in the export 
market and this percentage has grown in the last few 
years, The company's principal raw material is copper 
which it buys from Canadian refineries in cathode sheets 
or simple shapes known as "cakes" or "billets", It also 
consumes substantial quantities of zinc and relatively 
smaller quantities of nickel, tin and lead in its 
operations. The company's principal supplier of copper 
and nickel is The International Nickel Company,while 
lead and zinc are purchased from The Consolidated Mining 
& Smelting Company and Hudson's Bay Mining and Smelting. 
Six The company is wholly-owned by Anaconda Americ 
Brass Company, which has its head office in Waterbury, 
Connecticut, U.S.A. That company, in turn is a wholly- 
owned subsidiary of The Anaconda Company. The Anaconda 
group of companies in the United States conducts an 
integrated operation from mine to consumer in the produc- 
tion of metal and metal products, The active management 
of Anaconda American Brass Limited is, however, entirely 
composed of Canadians, and the company operates actively 


in the world markets as well as in Canada, 
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APPENDIX A 
DRAFT AMENDMENT OF INCOME TAX REGULATIONS 


RELATING TO INVENTORY VALUATION 


Section 1802 


(1) Any taxpayer who is a processor of materials 
and seeks to avoid speculation in materials by regularly 
following the practice of purchasing, substantially as 
sales of finished products occur, replacement materials 
in quantities similar to the quantities of materials 


contained in the products sold and of having his selling 


| prices reflect changes in the current replacement cost 


of the material content of finished products substantially 
as such changes occur, may elect to value any class of 
material described in an inventory at the average cost 
thereof determined in the manner described in subsection 
(aps 

(2) For the purpose of this section the average 


| cost of a unit of material shall be determined as follows: 


(a) The average cost of a unit of material of a 
class on hand at the beginning of the taxation 
year in which the taxpayer elects to adopt this 
method shall be deemed to be the total value 
placed on the materials of that class on hand 
at the end of the preceding taxation year for 
the purpose of computing the income of the 
taxpayer for that year, divided by the number 
of units of such material on hand at that date. 

(bo) If the quantity of a class of material on hand 


at the end of the taxation year does not exceed 
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1 the quantity on hand at the beginning of the 

2| year each unit of material of the class shall be 
3 valued at the average cost of the units of the 

4 material of that class on hand at the beginning © 
5 of the taxation year, 

6 (c) If the quantity of materials of a class on hand 
7 at the end of a taxation year exceeds the 

8 quantity on hand at the beginning of the year 

9 each unit shall be valued at the average obtaine 
10 by adding 

1 (1) the total cost (as determined for the 

12 purpose of this section) of all of the 

£3 material of that class on hand at the be- 

14 ginning of the taxation year and 

15 (ii) an amount arrived at by multiplying the 

16 average cost per unit of all of the material 
17 of that class acquired in the taxation year 
18 by the excess of the number of units there- 
19 of on hand at the end of the year over the 
20 number of units thereof on hand at the be- 
21 ginning of the year. 

22 and dividing the sum of (1) and (11) by the 

23 number of units thereof on hand at the end of the 
24 year. 

25 | (3) For the purposes of this section a class of 


26 ||material shall consist of all of a material acquired for 
27 \processing, including the content of such material in the 
28 ||\goods in process and finished goods processed by the tax- 
29 ||payer. 


30 | (4) If a taxpayer has elected to adopt the method 
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provided in subsection (1) hereof for valuation of a 
class of material described in an inventory he may not 
subsequently adopt any other method of valuation of that 
class of material, except with the concurrence of the 


Minister, 


APPENDIX B 
INVENTORY ACCOUNTING METHODS ALLOWED FOR 


TAX PURPOSES IN OTHER COUNTRIES 


eS Inventory accounting methods which have been 


found acceptable for tax purposes are discussed below for 


the following countries: 


Austria Italy 

Belgium Luxemburg 
Denmark Netherlands 
France Sweden 

West Germany United Kingdom 


United States 


gp While tax rates do vary between countries, the 


| corporate rates in these various countries are reasonably 
| 
| comparable to the Canadian corporate rates. Thus this 


review of acceptable methods for valuing inventory is not 


distorted by the inclusion of countries where the valuatio 
method would be unimportant because of very low rates of 
tax, 

Ss Generally speaking, the methods of inventory 
valuation permitted for tax purposes are more favorable 

to the taxpayer in the United States and Western Europe 


than in this country. While the rule of "lower of cost 
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or market" is commonly the foundation and point of 
departure for tax valuation, a variety of rights and 
privileges are available to the taxpayer: 

(a) Greater freedom exists in the choice of the 
inventory costing method - e.g., the "base 
stock" method is acceptable in Italy, the Ne- 
therlands, and to a limited degree, in France; 
LIFO is acceptable in Austria, West Germany, 
Italy, Luxemburg, the Netherlands and the 
United States. 

(b) The "market" aspect of inventory valuation may 
be very conservatively estimated - @.f.3; 8 
method of computing market known as "Teilwert" 
is available in Austria, Germany and Luxemburg, 

(c) Special allowances against large scale rises in 
prices, and hence inventory values, are avail- 
able in France and Germany. 

(c) Special reserves may be deducted in computing 
inventory valuations in Denmark and Sweden, 


These will be considered in greater detail below. 


Base stock 

4. This method, whereby a constant volume of stock 
considered essential to the business is valued at a 
constant figure, is acceptable in Italy and the Nether- 
lands. A fundamentally similar method was permitted in 
Francy up until June 30, 1959, Sitieantent to that date, 
the reserves created to reduce the values of the 
“indispensable stock" became liable to a 6% tax, which 


freed them from any further liability. In effect, 
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“eust 


1| increases in value of the base stock up to June 30, 1959 


2|| were not baleen into account in computing taxable income, 
3] and at June 30, 1959, the stock was revalued at current 

4| prices for tax purposes at the cost merely of the special 
5| 6% tax, 

6] De A type of base stock method is also still in 

7| effect in France covering the valuation of certain raw 


g| materials bought in the world markets (copper, tin, lead, 


g| zinc, cotton, wool, silk, rubber and unrefined petroleum) 
10] and also of certain raw materials obtained in French soil, 
11) the prices of which are closely related to world market 

12] price fluctuations, These provisions permit a reduction 
13| in. the valuation of basis stock (i.e., the average of 


ral stocks existing in 1938, 1939, 1946 and 1947) calculated 


15|| by reference either to price index numbers or to actual 


16|| price changes, 


18 || LIFO 
19|| 6. As noted above, the LIVO method is found in use 


20|| in Austria, Germany, Italy, Luxemburg, the Netherlands, 


21) and the United States, In Germany, however, it may be 
22|| used only if it reflects the actual pattern of stock 


23|| hovement, while in Austria, the taxpayer must show that 


24| 4t 1s appropriate to the circumstances of the business. 


26 || Tet lwert 

271 7, Teilwert is a valuation concept based on the. 

28 || tdea of valuation of an enterprise for sale as a going 

29 concern. If the portion of such a sale price attributable 


30! to inventory is lower than other inventory valuations on 
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the normal basis, it may be substituted for tax purposes 


in Austria, Germany and Luxemburg, 


Allowances against large price increases 


&.° Both Germany and France have fairly similar 
provisions for deferring the tax on major increases in 
the price of goods in inventory. In Germany, if the 
year-end market value 1s 10% higher than the beginning 
value, the difference is allowed as a reserve against 
taxable income, Subsequent falls in value as a result of 
price decreases are offset against the reserve and any 
unabsorbed balance at the end of six years is taxed, 

9. The French provision is similar except that the 
reserve may be created if prices have risen by more than 
10% over two successive accounting periods, but the 
reserve is restricted to the excess of the price increase 


over 10%, 


Special deductions from inventory value 


10, In Denmark, a tax-free reserve of up to 35% 

of the inventory value may be deducted from the normal 
valuation at the lower of cost or market. 

11. In Sweden, extremely conservative methods of 
inventory valuation are permitted. The general rule is 
that inventory may be valued as low as 40% of cost or 
market value. Furthermore, if the value of the closing 
inventory before this reserve is less than the average 
of the two preceding year-end inventories, the reserve 
permitted will be 60% of this average value, even though 


that might reduce the closing inventory valuation to a 
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negative figure. 
es Where raw materials are involved, they may be 
valued at 70% of the lowest market value for the ten- 


year period ending with the end of the current taxation 


| year. If raw materials are valued in this manner then 
| the balance of the inventory must be valued at the lower 


| of cost or market sub ject to the 60% inventory reserve 


based on the current inventory value, rather than a reserv 


| based on the average of the inventory values at the end of 
| the two preceding taxation years, 
| 13. If a lower price than those determined as above 


| can be justified on the grounds of a risk of declining 


prices, then a still lower inventory valuation may be 
permitted. 


APPENDIX C 


LIFO--U.S. PROCEDURE AND EXPERIENCE 


Specific provision is made in section 471 of 
the U.S. Internal Revenue Code to cover the accounting 
for and valuation of inventories. Section 471 reads as 
follows: 

"Whenever in the opinion of the Wie stint or 

his delegate the use of inventories is necessary 

in order clearly to determine the income of 

any taxpayer, inventories shall be taken by 

such taxpayer on such basis as the Secretary 

or his delegate may prescribe as conforming 

as nearly as may be to the best accounting 

practice in the trade or business and as most 


clearly reflecting the income," 
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1.471 - 2 of the U.S, Income Tax Regulations 


dealing with the valuation of inventories commences by 


"(a) 


"(o) 


"(c) 


Section 471 provides two tests to which each 

inventory must conform: 

(1) 4t must conform as nearly as may be to the 
best accounting practice in the trade or 
business, and 

(2) it must clearly reflect the income. 

It follows, therefore, that inventory rules 

cannot be uniform but must give effect to trade 

customs which come within the scope of the best 
accounting practice in the particular trade or 
business, In order clearly to reflect income, 
the inventory practice of a taxpayer should be 
consistent from year to year, and greater 
weight is to be given to consistency than to 
any particular method of inventorying or basis 
of valuation so long as the method or basis 
used is substantially in accord with sections 

1.471 - 1 through 1.471 - 9. An inventory 

that can be used under the best accounting 

practice in a balance sheet showing the finan- 
cial position of the taxpayer can, as a general 
rule, be regarded as clearly reflecting his 
income, | 

The bases of valuation most commonly used by 

business concerns and which meet the require- 

ments of section 471 are (1) cost and (2) cost 


or market, whichever is lower.” 
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In 1938 - 1939 specific provision was made by the additin 
of what is now section 472 for the acceptability of the 
LIFO method of determining cost, subject to certain rules 
and regulations. The rules as set out in the Internal 
Revenue Code may be summarized as follows: 

(1) Use of LIFO must be approved by the Secretary, 

(11) LIFO must also be used for financial reporting 
to shareholders and creditors, 

(111) Goods must be valued at cost. 

(iv) Opening inventory in year of adopting LIFO must 
be revalued at cost with a corresponding 
adjustment to the previous year's closing 
inventory, (if it was valued at lower of cost 
or market). 

(v) A subsequent change to a different method 
cannot be made without the approval of the 
Secretary. 

To supplement the provisions of the Code, lengthy and 
detailed regulations have been issued concerning the use 
of LIFO. The U.S, Treasury presently recognizes several 
methods of LIFO determination, including unit LIFO, 
dollar-value LIFO, and retail LIFO. These various 


methods are discussed briefly below. 


Unit LIFO 

Under the unit LIFO method, goods are segre- 
gated into various pools. The composition of these pools 
may be determined by style, shape, similarity of raw 
materials, similarity of manufacturing process, use of 


finished product, etc. Each pool is considered 
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separately for purposes of inventory valuation. At the 
time the use of LIFO is commenced the number of units in 
each pool will be determined and an average unit cost 
price established. To the extent that the number of 
units in a pool in subsequent inventories does not exceed 
this base, the same unit value cost will be used, 
Increments must be added at current costs and reductions 


costed from the most recent acquisition, 


Dollar-value LIFO 

Under the dollar-value method inventories are 
again segregated into various groupings or pools. The 
closing inventory of each pool is then valued at opening 
inventory prices to determine if the dollar value (in 
constant prices) of any pool has increased. If it has 
not such a determination will establish the value of that 
pool in the closing inventory. If Peeiets is an increase, 
fhe increased inventory must be valued at current costs 
which are normally established by the use of a price 
index based on prices of purchases during the year. The 
closing inventory may be valued at opening inventory 
prices in either of two ways. The closing inventory may 
be completely priced using opening inventory prices. 
Alternately, the closing inventory may be priced at 
current costs and converted to opening costs by the use 
of indices, These indices are established by pricing a 
representative quantity of the closing inventory at both 


current costs and opening inventory costs. 
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y 
Sin 


2 Retail LIFO 


Retail LIFO is merely an adaptation of the 

3 dollar-value method for persons who use the retail in- 

4 ventory method to determine inventory cost. Departmental 
5 inventories are valued at current retail and converted to 


6 opening retail by the use of established or published 


7| indices. Any increase is revalued at current retail 

gi prices and converted to cost under the retail inventory 
g| method, This increase is then added to the opening 

10) inventory cost for the department to determine the closing 
11| departmental LIFO inventory. 

1? Under the U.S. law a taxpayer may adopt LIFO 
13) as of the beginning of any taxation year by filing an 

14) election to do so with his tax return for such year. 

15| The taxpayer may choose the method of determining LIFO 
16) cost which he wishes to apply and may use different 

17|| methods for different parts of his inventories. It is 
18|| possible to determine inventory cost under the LIFO 

19|| method for the material content of the inventory only or 
20| the taxpayer may choose to determine the total material 
21|| labour and overhead cost on the LIFO method, Specific 


22|| products or materials may be excluded from the LIFO 


23 calculation entirely,at the option of the taxpayer. 


24| Having established a method, the taxpayer may change only 


25|| with the consent of the Commissioner. 

26 The taxpayer when adopting LIFO must indicate 
27|| the method which he proposes to use for valuing inventory 
28 increments. The various methods which may be used are -- 
29 (1) Actual cost of goods most recently purchased or 


30 produced, 
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(141) Actual cost of goods purchased or produced 
during the taxation year in order of acquisition 
(114) Average actual cost of goods purchased or 
produced during the taxation year, 
(iv) Any other proper method which in the opinion of 
the Commissioner properly reflects income, 
Decreases in quantities during a taxation year 
are taken from the most recent acquisitions, 
There are a few aspects of the LIFO method of 
determining inventory cost which could create hardship 
| for taxpayers under the methods presently provided for in 
the statutes and through administrative practice. These 


are discussed in turn below. 


(a) Pooling of LIFO inventories 


With the recognition of dollar-value LIFO and 


retail LIFO in 1947-48 the use of the LIFO method was 


extended to virtually all taxpayers. The valuation of 
LIFO inventories in the United States has now largely 


i moved from a process of finding specific costs for specifi 


business the greater will be the danger of recognition 

of inflationary profits when one particular commodity is 
displaced by another commodity, either temporarily or 
permanently, with no change in the overall inventory 
quantities. A single pool for all the inventories of each 
type of business carried on would seem to be the bogical 


method to avoid this problem. 
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(b) Involuntary liquidations 

An involuntary liquidation may be defined as 
a depleting of inventory at a time when the taxpayer is 
not able to replace the inventory prior to the end of the 
fiscal year because of circumstances beyond his control. 
In such a situation the costs that are charged to cost 
of sales during the fiscal period will reflect cost levels 
prevailing in earlier years, and if costs and selling 
prices have risen since then an abnormal profit is 
reflected. When the stock is replaced, say in the sub- 
sequent year, an increase in inventory will be reflected 
as a result of adding to inventory at current prices, 

Tax relief has been granted twice since 1939 for in- 
voluntary inventory liquidations; during the time of 
World War II and the Korean War. At no other time has tax 
relief been given in the United States for involuntary 
inventory liquidations, 

It has been suggested by several writers that 
tax relief should be granted by statute for any involun- 
tary inventory liquidations resulting from circumstances 
beyond the reasonable control of the Po tae This 
would include liquidations resulting from a 


accidents, shipping delays, strikes, etc. 


(c) The requirement that LIFO inventories be valued at 
cost 
In view of the statutory requirement that LIFO 
inventories be valued at cost taxpayers using LIFO lose 
the right to the tax relief obtainable when market values 


of inventory fall below cost. As a rem 1t companies 
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newly incorporated and those who have not previously 
adopted LIFO are faced with the problem of attempting to 
forecast future price levels when considering the adop- 
tion of LIFO, 

To overcome this problem it has been advocated 
by various writers that the Internal Revenue Code be 
amended to extend "lower of cost or market" to include 
"lower of LIFO cost or market", This would certainly 
eliminate this problem. However, where inventories are 
written down to market which is below cost, it is normal 
accounting procedure to treat the previous year's market 
as cost when looking at current inventories. If the 
lower of LIFO cost or market were to be allowed it would 
be necessary to provide that in a period of rising prices 
inventory values previously written down to market be 
returned to original LIFO cost or one would find that 
over a period of years inventories were not being valued 
at the "lower of LIFO cost or market" but at the “lowest 


market ever", 
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1 

2 SUBMISSION 

3 OF 

4 MR. AND MRS, E, W, ODDLEIFSON, BAYFIELD, ONTARIO 
5 AND 


MR, STANLEY McCONNELL, 11 ST, THOMAS STREET, TORONTO, ONT, 


The Secretary, 
Royal Commission on Taxation, 
P.O. Box 466, Ottawa. 


We, the undersigned present the following 


submission pertinent to taxation in the 
Dominion of Canada. 
Summary: 
Taxation is a levy by the state on the incomes of the 
citizens of that state for the purpose of providing public 
services, It should, therefore, be limited to providing 
those services rather than diverted to special interests 
or special areas of the economy. It should be levied in 
accordance with the democratic principle i.e. in propor- 
tion to individual incomes and without imposing further 


burdens on the taxpayer. 


(A) Distribution of Tax Burdens 

Graduated income taxes, as now levied, are in accordance 
with the aforementioned principle but the corporation tax 
violates the principle in that it imposes a double burden 
on the taxpayer by raising prices and cutting down pro- 
duction through the loss of purchasing power, This 


applies as well to all consumer taxes including excise 
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governments, In effect it is price inflation by govern- 
ment decree, Estate taxes, under existing conditions, do 
not infringe the principle since they are designed to 


mitigate existing inequalities, 


(B) Effects of the Existing Tax System, 
shee Industrial Production, Employment and Living Standardg, 


It follows from the preceding paragraph that 
consumer taxes, levied indiscriminately on the public, 
contribute to the curtailment of production, creating 
unemployment and lowering living standards, 

a. Savings and Investment 

Since consumer taxes raise the general price 
level, they reduce by an equivalent amount the funds 
available for savings and investment, A secondary effect 
is to divert investment funds from hard-pressed productive 
enterprise into non-productive channels (public debt) 


subject to income tax, of course, but bearing interest 


rates which act as a further brake on production, It is 
a vicious circle of expanding monetary claims and contract 
ing real income, 
35 Economic Stability and Growth 

Economic stability and growth depend on the 
elimination of recurring recessions which stem from re- 
duced purchasing power, The greater the tax burden on 
the lower and middle income groups the more likelihood of 


recurring recessions, 
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Devices to Avoid Fair Taxation 


The present high, if not confiscatory, level 


burden on all industry, places a premium on legalistic 
means of evasion. To adopt a practical approach to the 
problem of tax evasion, we feel that a lessening of the 
tax burden is indicated, The only cure is to enlarge the 
tax base by revising or removing taxes which help inhibit 
Canadian industrial and agricultural expansion rather 
than seek to plug existing loopholes in an admittedly in- 
f 
equitable tax system, Such revisions could lead to a 


gradual reduction of all tax rates, 


(D) Effects on the Balance of International Payments, 


The balance of international payments is deter- 
mined by: 

1. Volume of Exports and Imports, 

2. Investments, loans, dividend and interest 
payments as between Canada and other 
countries, 

It is obvious that a lagging in national pro- 
isdibotien arising, in part, from the levy of consumer taxes, 
must affect, adversely, Canada's balance of payments and 
lead to further borrowing. Proof of this was evidenced 
by Canada's foreign exchange crisis in June, 1962, when 
Canada was forced to replenish her foreign exchange 
reserves, by borrowing and also imposing higher tariffs 
against the U.S.A.; both being unpalatable measures from 
American and Canadian viewpoints, 


Corporation taxes, in particular, by raising 
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1| Prices, impair the ability of Canadian industry to compete 
2| on favourable terms with foreign industry. This has led, 
3] in some cases, to the establishment of subsidiaries in 

4 eee countries to escape this heavy impost, with a 

5| depressing effect on Canadian production and employment, 
6| This same trend may be observed in the establishment of 

7| American subsidiaries in Canada. Seeking to escape the 

gi high taxes imposed in the U. 8,..A., they come to Canada 

g| and althuugh a measure of employment is created, they tend 
10| to preempt the field of Canadian investment. This leads 
11| to deficits in Canada's foreign exchange funds and 

12| necessitates remedial measures. It is a game of musical 
#4] chun tine played at the expense of all. consumers, At the 
national level it leads to embarrassing side effects, 


such as the imbalance of international payments, 


(E) Canadian Ownership and Investments from Abroad 


Canadian ownership of Canadian industry can 
best be realized by restoring normal economic incentives, 
rather than by tax manipulations in the interests of 
Special groups. There is now a world trend toward econo- 
mic integration which finds expression in the European 
Common Market. In this movement competitive forces will 
compel Canada to direct her fiscal policies to the lower- 
ing of industrial costs and prices. Tax reforms can 
contribute directly to this objective, In respect to 
investments from other countries, we contend that the 
unrestricted flow of foreign money contributes to the 
imbalance of fiscal and trade relationships to the pre- 


Judice of Canadians in general but appropriate remedial 
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(F) Changes to Achieve Clarity and Simplicity In Tax Laws 


The simplest and most effective form of tax is 
the graduated personal income tax, based on the capacity 
of the individual to pay. It is the most equitable tax 
since it cannot be ue Oa on to others, On the other 
hand consumer taxes contribute to price inflation, They 
are also a source of irritation and involve complicated 
administrative machinery, As a contribution to clarity in 
the minds of the public on the whole tax issue, we 
Suggest that the Taxation Division of the Federal Govern- 
ment compile a simple tax brochure explaining their 
reasons for and justification (if any) of the various 
forms of taxes imposed, Clear statement of fact regarding 
fair taxes (from income) and those taxes which have a 
stifling effect on industrial and agricultural growth 


Should be offered to the public for their general recog- 


nition, This would ease antagonism and hasten legislation 


for the much needed revision of our tax laws, 


Supplementary Submission 


In 1961 the reported Gross National Product of 
Canada was $36,844,000,000,, an increase of $31,208,000,00b. 
over the 1939 figures, namely $5,636,000,000 or 553%. 
Since, during the same period, the Canadian dollar 
depreciated to 48.7% of its 1939 value it follows that 
51.3% of the above apparent increase in G, N. P..is not 


an increase in real wealth but pure monetary inflation 
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or reduction in purchasing power of the dollar, 

The next question is to what extent is the 
above depreciation of the Canadian dollar due to the levy 
of consumer taxes? Consumer taxes for the fiscal year 
1961-62 (including corporation taxes) amounted to 
$3,585,528,380 which is 9.7% of the G, N. P. 
($36,844,000,000) for the same year and it is included as 
such, It is obvious that this apparent increase in G.N.P, 
is illusory as it results in reduced purchasing power 
and production for the year in the same ratio, 

If governments and their taxing bodies would 
seek to redress the wrong inflicted on the consumer, they 
Should make public the fact that consumer taxes (duty, 
excise, corporation,. sales etc.) are compounded from 
manufacturer to wholesaler to retailer to consumer, 

This compounding in the chain of distribution, boosted by 
trade markups, results in a final tax on consumer zoods 

of several times the nominal amount of the original levy, 
Thus, this built-in-fiscal drag accounts for a large 
proportion of our dollar's depreciation. In the accompany 
ing table (see below) we have compared the per capita 

G. N. P. for the years 1939 and 1961 indicating a percent- 
age increase over the period of 22 years of 2.4% 

(adjusted to compensate for the depreciatinn of the 

dollar over the same period). Sucha figure is recognized 
by competent authorities as quite inadequate esrowth rate 
for any country, much less one with Canada's resources, 

We realize the levy of consumer taxes is not 
the only factor involved in the depreciation of the 


Canadian dollar but, as indicated above, it is a major 
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contributing factor, While politicians are arguing as to 
the most effective way of increasing our rate of growth 
we submit that the quickest and fairest means of increas- 
ing the Canadian real income would be to repeal or at 


least reduce progressively this form of double taxation, 


Percentage 

1939 1961 Increase 
Population ; 11,267,000 18,238,000 61.8% 
Gross N.P. $5,636,000,000 $36,844,000,000 555, 2 


Per Capita G.N.P, $500 $2,129 
Consumer Taxes 

(Corp., Duty, 

Sales, Excise $ 376,185,887 $ 3,585,528, 380 852. @ 
Res Capo GNP; 

(Adjusted for 

Dollar Deprec, 

1.00 - 48.7) $500 $1,036 
Actual Increase 

Per Cap. over 

22 Year Period $536 2.4% 


Yearly 
Average 


| All figures supplied by the Dom, Bureau of Statistics 


And the Department of Finance, 


Submitted by 
Mr. and Mrs, E, W,. Oddleifson, 


Bayfield, Ontario, 


Mr, Stanley McConnell, 11 St. Thomas Street, 
Toronto, Ontario, 
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A SUBMISSION 

TO THE ROYAL COMMISSION ON TAXATION 
By Roland Dorn, B.Sce., P.Eng. 

April 1, 1963 
a This submission deals with certain inequities 
in the exemptions and deductions that are provided in the 
personal income tax, and compares exemptions that are not 
allowed in the personal income tax, with others that are 
allowed in the corporation income tax. Several recommenda- 
tions for changes in deductions and exemptions of the 
personal income tax will be made. 
2. One inequity of the personal income tax is the 
"standard deduction of $100." This deduction may be 
claimed by every taxpayer instead of claiming deductions 
for union or professional dues, charitable donations, and 
medical expenses, gitnaus presenting receipts. If more 
than $100.09 is claimed as a deduction for union or profes- 
Sional dues, charitable donations, and allowable medical 
expenses, receipts must be presented, and this of course is 
reasonable. What this means is that amyone who actually 
pays union or professional dues, and makes charitable dona- 
tions that total $109.00, and has receipts to substantiate 
his payments, is entitled to exactly the same deduction a 
taxpayer who pays no union or professional dues, and makes 
no charitable donations whatsoever. What the standard 
deduction $100.00 in fact does is to increase the basic 
exemption from $1,000.00 to $1,100.00 for taxpayers who 
pay no dues and make no charitable donations, while abro- 
gating the first $100.00 of dues and donations of taxpayers 


who have receipts to substantiate their payments. 


.; 


re 5) at ital 
= . ey: ahs vr) a fis, 
: ‘a a ie : ilies nt ae if 

Ne ie a ty “ee PILET xt ae a 
conten Pivtide om Sy — 5 


cn , f 
Laat wnat ‘seed’ - woregzaT wt he 


eG i‘ 

a ie be 

hae (ow auPAte that np AGS. waet and 

1 ee , a" an oe s 
her Bh, carapace, Mer gk Ti ee 
; 4 : i ay tip Caron O84 ary age wh a at My oh rt ‘ oth yy eh Re me 


pt ab mpateatadun tint. pee 
‘ te pets aha PABEID, HEY ato Bh onan ny ayy prt = * Sia 


+ ne 


| ett gt Debtvong ste tects emolsomhes tag saoliquem phen 

. 4 : * My? 2) 

; ‘ iis 

: ee” PM HE. 

gon que. tetd amelogmexe wesequod bas net smog tame 
| 9 ; 


| pre tact? wreditin dein ee es: a = bai = 


leehremmecen Lpnever tat,emcagt aoliauoyay ae baat ; 
r F . ev wpe 


— 
oid. Io exacts wee bare “ecto a 712 arenes? 320. 
3 
} J . FI hy’ ofls F . by 
j ’ 
’ aber wt Lite tag qucomt £ 
{ ‘ > ; 
5 é P 
ee ‘cme t Leaeeteg OOF Fo Yeinpaas 2 
) 4 - + f ‘an tJaub “4 
mol ' & wit, « § Oo id Jas - lt 
’ 
: . 
| , a % » L 2 oe Be Tl? f F . 
ci {LA >. 2 ate wma fw 
7 
4 7 ‘te 
fm Ff ’ ' ce s 4 
5. aE si eara 5 > iA : i‘ 
aoe I & ¥ seq tuedrie .o ad 
aR: 
- ~ ~ ' » > 5. 
~ . f yy S i } f " iJ ‘> co¥a : Pa 2. ya 
j <% } . ‘ ue i b 
“* 
| . 4 
oF me 4 j x te Ee 4 re Gey? + ‘ae Z 
45 
s 
Ps 2 f. 
Mba : yi , ae reeo 1g. at Pru a7q 
é 
‘st + ? ~— 7° P od of ‘ ¥.' 
Me AAAs FOE Aw ernie ine? af ees airid Jet 
v vt 
: § 
. — ore “ 4 r mn Peano eee e 
«gerch. ai dactéseto ewmion boa . seul Latolese Iga, st 
j ‘ A » gai ror ‘2 ¢ 14 
f fatisausdedpe of e5gleoe7 Bec Pan >, OCLs In300 
: ; 
| : 
; r . , » D 4 
' | @ tebtouge) saah aa- vCjonke oF befsizsne ec ,.e- 
Kb 


44) bie R teehee aaah phere BRL ML,.T? LIP, oO Teal ot, 


« wae 


| nd enbeaguna ema: tAecthhs ; ARBRE gato 22 misOb oldest 

| olasé odd esceromt od GL e905 oom ok 00.060 a 
ctw eaeyReHed,./79) 00.00 «id af 00,000.44 promth 

ode eae: seaside eityennde an, ** ion 8 


oD 


i 
oe Pe 


pial 


— oe 


eo 


en 


ga titnabeo breshensde 2 Ions «i 


cor otter eNO sant Cc 


— 


Set senenl Larnsreg tf. 


tie ¢e8¢ bee ,froyequet iis oo atdus! gas eth 


- 


sitetivida Cla the seth lermterrtosg to ante 


: 5 
ge Sewslio 66d etgienet ATE# Prete masedie ots tachi 18 : 
Ld 7 
J ; i. o ‘ ~~ a ‘ 
= a > 2 hr huete gfte } Osa THE ar anol! 1s 
weiss WA. et aowheto } = ; 
a ; ‘* owe a0 “ 
iom bis ts ais to coms fie e) ot Gireals oT ae ‘ 
. P i _ *) _ y 
eseeuoeb on OO [lly ereds sats om soboer me “s oc OR 
9 
e zat La Se ’ ) 
hwiias 
‘ ' 
( 
ei7 ni x fi vz Dacor i ae if 
5 
fer eit 17 - Soe0%9 + oidaw J ’ 
* Below: « . ea east if foe ,tegegsey cue to | 
: : » re at Pay a lee 
ChOe7 ok i ee ! S. > ae , Bet Part. i og SO UBS 
OVIe c ; 
rer I ms 
‘ VWVLG bi 
= 4 = , 
{ 
% Sh 3 " ; oe at 
“i “ 
p ~~ ai i) I 78 ri 
4 wy O= do 
& rts PS iy es Fag : 
rre7ve melt : 7 sar 
ae GP udise txt «ev Ad ae ! 
“> »~* - ° s 
on “8 $ 24 RILGES |G 
id © hat e ty ry ff. izovo 
6 —- ~- =e -—_ 
he) } ; am a 9 ci tt 
oe a - 
ai 24 : J Tye ‘ 2 , » 4 
f 
« “ ‘ . f ’ rr tw~ rvaté 
J > 2 g i c LJ oe } . w fu dave ac ve ra’ 
; Powe, oop 
eh.) RK am wile ¥ 4 eo ry ux i Px AL ‘ Ke 
jy ,Deviali % vos geqregre Tao those 1.4 SOR4 E 
ll « - - => we * « 
“ary gst) 4 > | & we ah nf 
von tials Y SHTOTICA F ie 3 oa) Oe 
fawo ‘Yo Peoo od of edalo [eloot M2 aBe5 Fg ee ee a i 
2 ae . € 
’ 
och cl “er Pe oe ea rial & 
'g ; } gdemeqzs eoer ree 2 RP 4 & J ‘ i «~ J4ant © 
sog7 w xs~ ei * we Pig 4 
y 
7 é 346° Yyos 5-6. Moly “A” EdnsgA oF SSim sene [5 iS he 
4 


beanie | tees 


Se aict oe we nelttien eelefeuz *: asrree MH 


a we | 


ANGUS, STONEHOUSE & CO. LTD. 2 
TORONTO, ONTARIO 


My first recommendation for improvements in the 


personal income tax, is that the standard deduction be 
made applicable to all taxpayers, and that all payments of 
union or professional dues and all charitable donations 
that are substantiated with receipts be allowed as deduc- 
tions in addition to the standard deduction. My further 
recommendation is that the amount of the standard deductio 
be set at an amount so that there will be no decrease in 
revenue from this source. 

4, Medical expenses may be claimed only in the amo 
by which the allowable expenses exceed 3% of the net income 
of the taxpayer, and then only if this amount, plus union 
or professional dues, and charitable donations exceeds 
$100.00. 

This limitation on the amount of medical expenses 
that may be claimed by a taxpayer, is very incongruous, 
when it is compared to the almost unlimited scope that is 
given to corporations in claiming social and entertainment 


expenses "made for the purpose of gaining income" as tax 


| 


deductions. Surely, for a worker whose wages are dependent 
on his ability to perform his work, nothing is as essential 
"for the purpose of gaining income” as good health, yet our 
present income tax laws state that if you are an individual 
taxpayer, the amount that you may claim as a deduction 
because of medical expenses is severely limited, but if you 
are a businessman or a corporation, you may claim anything 
from membership fees in social clubs to the cost of owning 
and operating a yacht as a business expense for tax purpose 
5. Please refer to Appendix "A" which is a copy of a 


series of articles written by Mr. John Bird, and published 
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1 in the Toronto Daily Star. Although I ae no means of 

2 verifying the statements Mr. Bird has made, because of Mr. 
3| Bird's reputation as an outstanding newspaper columnist, 

4|| and because of the Toronto Daily Star's policy of truthful 
5| publication, I submit this series of articles me being 

6| factual and present them as evidence in support of the 

7|| recommendations that follow. 

gi 6. My second recommendation is that the 3% of net 

g| income minimum amount of deductible medical expenses be 

10| eliminated, and that all medical expenses incurred by a 


11| taxpayer be allowed as an income tax deduction. 


12 I further recommend that Section 12 of the 


13 Income Tax Act be revised with a view to restricting the 


14|| lavishness of the so-called "expense account living,’ and 


15|| that the business expenses that may be claimed under this 


16|| section be more rigidly defined. 


17h Fe In some provinces of Canada provincial governmen 
1g) hospital insurance is compulsory, while in other provinces, 
19| both provincial hospital insurance plans, and independent 

20|| health plans, such as. Blue Cross, and P.S.I., are available. 
21| AS a rule, both the premiums paid and the benefits receive 
22|| are similar, whether the plan is operated by a provincial 


23] government or another organization. Under the presmt 


income tax laws medical expenses paid on a taxpayer's 
behalf by a contributory hospitalization plan such as Blue 
Cross may be part of an allowable medical expense, while 
payments made by a provincial government hospitalization 
plan, which may also be contributory, may not be claimed, 
S. My third recommendation is that no distinction 


be made between payments made for medical expenses on 
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2| other contributory hospital insurance plans, and that they 


3 


& 
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29 


30 


all be allowed as income tax deductions. 

9. One item that is considered taxable income is 
interest on bank savings, bonds and mortgages, etc., that 
is received by a taxpayer, and this seems reasonable, but 
by the same reasoning interest paid by a taxpayer should 
be considered a deductible expense. This should particu- 
larly be the case for interest paid on mortgages by home 
owners, Since this interest is again taxed as income by the 
party receiving the mortgage interest payments. 

LO. My final recommendation is, therefore, that all 
interest payments made by home owners, on mortgages on 
homes that they are living in, be allowed as an income tax 


deduction. 


je In summation, I would say that although in the 


case of the recommendations regarding the standard deduc- 
tion, and the removal of the minimum amount of the allowable 


deductim for medical expenses, the change in the amount of 


tax paid by individual subscribers may be insignificant, 
yet the fact remains that the present rule covering the 
application of the standard deduction does penalize certain 
taxpayers, and maintaining a minimum limit on the amount of 
allowable medical expenses, while allowing unlimited social 
and entertainment expenses as deductims for businessmen 
and corporations is a case of outright partiality. 

Rey In the case of the recommendation for the inclu- 
Sion of mortgage interest as an income tax deduction, I 
would suggest a comparison of the deductions on personal 


income tax allowed in Canada, and the deductions allowed in 
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1| the United States of America. This, in fact, is suggested 


9| 1n Memorandum to Participants No. 6 in the remarks of the 
3| Chairman, following the first meeting of the Commissioners 
4], on October 10th ae llth, 1962. A request for the allowan 
5 of mortgage interest as tax deduction seems very modest wh 
| compared to deductions for sales tax, gasoline tax, 


cigarette tax, property tax and interest paid on instalment 


~ 


8 purchases that are allowed in the United States. As an afte 
9 thought, I would add that allowing mortgage interest paid 

10| 25 2 deduction, would probably uncover a number of instance 
11/12 which mortgage interest is received as income, but is no 


| 


12 reported as such. 


13 oe. This brief is respectfully submitted, with the 
14) hope that the Royal Commission on Taxation will find it of 


15|Some value, and that eventually the taxpayers of Canada 


16 Will benefit from it. 


18 Appendix "A" consists of copies of a series of 
igarticles written by Mr. John Bird and published in the 

29 |\Toronto Daily Star. Although these articles are included 
91/in this submission with the permission of the Toronto Daily 
92\\Star, it is to be understood that the Toronto Daily Star 
93)\does not necessarily agree with an gisneek any statements 
94\|0r opinions expressed in either the articles or this submis 


' 95|)Sion. 
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FIRST OF A SERIES 
OUTLANDISH U.S. ABUSES OF THE SWINDLE SHEETS 
SPUR A CRACKDOWN HERE 
By JOHN BIRD, OTTAWA 

In the "affluent society" of North America, much 
of the most ostentatious spending is done nowadays by a 
privileged class, the "“expense-account society." These ar 
the people who can charge off anything from luxurious 
luncheons to chartering a yacht as "business expenses." 

In the case of large concerns paying 52 per cent 
corporation tax, this means that only 48 per cent of the 
cost of doing business in this way falls upon the firm in 
question, with 52 per cent borne by the government in the 
form of reduced tax receipts. That is, simply borne by the 
rest of us taxpayers, most of whom have small chance to get 
in on the expense account gravy. 

In his budget on June 20, Finance Minister 
Fleming served notice that the Canadian government has no 
intention of allowing "so-called expense-account living” 
to thrive here and that expenses of this nature ‘will be 
subject to more intense scrutiny." 

Mr, Fleming's warnings followed closely after the 


publication of an extraordinary document presented by U.S. 


secretary of the treasury on May 3 to the committee of ways 


and means of the House of Representatives in Washington. 


This listed a large number of tax cases showing both what 
taxpayers had attempted to get away with as business 
expenses and what many of them had legitimately succeeded 
in charging as partly as a result of "payola”" exposures. 


Richard Gehman, writing in "Cosmopolitan" came 
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1] up with a new wrinkle in explaining the bopatattee among 
2 corporations of giving expense accounts to its executives 
3| and salesman. Firstly, of course, it only costs the 

4 company 48 cents out of every dollar thus spent in drummin 
5 Up customers and enables it to reward its men qaittions 

6| rendering them liable to higher personal income tax. But 
7 also, “it enables the company to get more work out of its 
g| employees. The man who is expected to entertain clients 

g|| and prospects usually does it after business hours." Nice 
10) back-leg labor, if you can get it. 

11 What between entertaining and Christmas gifts, 
12|| the magazine "Spirits" estimated last October that "over 
13)ome billion dollars or about 10 per cent of all expendi- 
14| Cures for alcoholic beverages in the U.S. may come out of 
15| the corporate eae 

16 "Printer's Ink" estimated that corporate gift 
17||Siving had grown from around $200 million a year in 1950 
18 to almost a billion dollars in 1960. The most expensive 
19 restaurants in New York and much of the luxury trade depend 
99 ||\largely upon expense account spending. 

91 |\EXECUTIVES POLLED 

22 The Ohio state university school of journalism 


93\\conducted a poll among top U.S. executives in 1958. They 


94|told of "gifts ranging from trinkets to Cadillacs to 
25 $289,000 in cash to 'the loan of a yacht, liquored, fuelled 
96 and girled.'" 


27 Granted that the above are highlights, extreme 


gg cases, and that the "best elements" of American business 


29 frown upon such practices going all the way from tax chisel 


30 ling to outright bribery. Granted that it would be hard to 
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| 
match these extremes from Canadian records. But still | 
there is enough evidence of "expense account living" in 
Canada to have the minister of finance worried. Are our 
tax laws permitting the development of a privileged class 
of "kept men" here too? 
SECOND OF A SERIES 
CANADA'S EXPENSE-ACCOUNT LUXURY 
YACHTS, HORSES, CADILLACS CLAIMED AS | 
TAX DEDUCTIONS BY BUSINESSMEN | 
By John Bird, Ottaw 
Recent Canadian tax cases throw more vivid light 


upon what is not permissible under the Income Tax act than | 


upon what taxpayers can and do get away with as “expenses” 


|. quite legally. The latter remains largely locked away in 


| 
| 
| 
| 
the highly confidential records of the income tax inser 
However, during the past decade there have been some | 
revealing instances. : | 
The classical case on social club entertaining 
to which subsequent decisions of the tax appeal board 


frequently refer, is the appeal won by the Royal Trust 


Company before the Exchequer Court in 1957. 


The Royal Trust had long paid the social club 
fees and dues of its senior officers such as branch managers. 
In 1952, for the first time it showed $9,527 of these 
(incurred for five officers who had joined clubs that year) 
as a business expense for tax purposes. The Department of 
National Revenue objected and won its case before the Tax 
Appeal Board. However, in a judgment by Mr. Justice Joseph 
Thorson, the Exchequer Court reversed this and allowed pay- 


ment of entrance fees and dues as business expense. 
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UNDERSTOOD RULE! 

The trust company had also charged up the monthl 
club accounts of officers to business expense, and the 
revenue department did not dispute these. However, the 
court noted that the Royal Trust had an "understood rule" 


whereby purely personal spending was not charged to the 


company. 

The guts of the law governing expense accounts, 
etc., upon which most cases hinge, in section 12 (1) (A) 
of the Income Tax act, reading: 

"In computing income, no deduction shall be made 
in respect of an outlay or expense except to the extent tha 
it was made or incurred by the taxpayer for the purpose of 
gaining or producing income from property or a business of 
the taxpayer." 


Two Toronto lawyers sought to charge as business 


expense 85 per cent of the cost of a $4,990 party thrown 
for their clients on the occasion of the birthday of one of 
the partner's daughters. The lawyers submitted that they 
had arranged the party to regain business, which had been 
falling off, and had chosen the birthday simply as the 
occasion of a business party. 


The Tax Appeal Board ruled that they had failed 


to establish that this was "for the purpose of gaining or 
producing income." If this had been a mda etek business 
affair with no birthday involved the outcome could have 
| been far different. 

A Toronto caterer claimed a total of $2,300 for 
expenses and capital cost on the operation of a yacht as 


business expense. The tax board said the expenses seemed 
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ANGUS, STONEHOUSE & CO. LTD. 
TORONTO. ONTARIO 10 


to have been incurred "for social entertaining, yacht 


racing and perhaps pride of ownership." Appeal dismissed 
because the evidence was "inconclusive" on whether the 
purpose was to gain income. 

A Vancouver businessman who kept horses, but no 
| 
maintaining he was entitled to deduct losses of $2,380 overt 
two years for income tax purposes. He and his two childre 
rode the horses at various shows including the Toronto 
Winter Fair. Appeal dismissed. 

The president of a house-repairing concern in 


Calgary, who was also a principal salesman, claimed capital 


cost allowance on his Cadillac. Tax Appeal Board allowed 
his appeal in part but halved the amount as it found that 
he did not need so big a car for his business. | 
WON'T PLAY BALL | 
A distributing agent for a Quebec brewery wanted 
to charge $11,000 over two years spent for sponsoring a 
baseball team as advertising expenses. His appeal was | 


allowed in part - $5,600 okayed. A sponsor of a prairie 


baseball team was allowed to charge only $5,900 out of a 
claimed $22,000 as advertising expense. The board found he 
could have put on an effective newspaper or radio adver- 
tising campaign for the smaller sum. 

In one of the most revealing tax board rulings, 
a whisky and gin distributing company was allowed to charge 
the club dues of 17 salesmen as business expense for tax 
purposes. The case was held in camera and dollar amounts 
were not made public. 


The minister of national revenue had disallowed 
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the tax deductions as not representing an expense in 
earning income. The appellant maintained that one of the 
best ways of "establishing personal contact with potential 
consumers" was through club memberships. This liquor 
distributing concern therefore “established the policy more 
than 15 years ago of requiring all its sales representative 
to join appropriate clubs and to mingle with the other 
members with a view to increasing sales of the company's 
brands." It argued further, that "only as a member of a 
club is a sales representative in a position to influence 
the buying policies of the club and the method of selling 
distillery products at the club bar." 

The tax appeal board found that the liquor firm's 
policy was accepted business practice, was designed to earn 
income, and therefore allowed the appeal. 

LAST OF A SERIES 
"WE'RE FEEDING CREAM TO FAT CATS" 
EXECUTIVES! EXPENSE ACCOUNTS 'MAKES 
SUCKERS OF TAXPAYERS! 
Ottawa 


To an extent only less than in the United States, 


jexpense account living makes suckers of the government, as 


tax collector, and of the people, as ordinary taxpayers - 
in Canada, too. 

Here, as there, the tax law allowing businesses 
to show entertainment and allied expenditures as business 
costs has created a privileged class of social clubmen, 
golfers and even ‘fishermen” living it up on their compa- 
nies! tax deductions. 


These are Canada's dept. men" - kept ina 


nieas 
a a i 
oo gatvet met 


oii origes yliiat iy 
nee asi dots tine @ oF bettent ore ont a; Sititg = Al 
fri toerey stten Quis Pednaes erent 4 ot ao competion} 
sg set ted? boty ous Esneet>  setuco “Leg 992 ae te e 


> ei’. eovt Gafo etd Ww e671 sanerIne Mwo €f4 Dreq tantly 


$ i 
9 =< ~ a . a . « > . rn) - ¢ _ 
P enliatooes gniar uss even ve; SY wets a¢eq Treat: ii 
es 
* » i «a ” | > 2 
het? 40 dodul were wo? gotveq od 7! now ef “Just000" 


. ac 
ute wy mrs » a4 “er < A oe 
Sens (ye 7 - Fe 
* ‘ we * 4 ’ “—_ | 
mich ei? Pr teeo * tawesitay 
é 
j 
¥ , : Syastnih es 
a + 4 4 t 2 te Cn 
ares t wi Dag ; 
' 
4 ae , 
' hoc : re 5 ‘ & at 4 ex) 
~ , “hs 
beret gt 
wy 
a 
~ J 4 
eli ~} + 1 
: \ 
, = 
P J °* al 
Ai ov ao ev Lf ~ - ih 
~~ 2+ - 
7 a.7 } r z i 
i 
' 
2 4a l a ¥ ; if ¢ . . e¥ 
3 
sewe Ys ifm | y 4 
‘ 
f : a = - ou 
= J tov) 
% J nt . : j é # r2eseat . ' 5 oe 
* 
bad eo * ré a” ; tae tos a? he J +) oi a I , ’ « ; 7 cx 
. 
( 
> oe 9 aby 4 - ry ba 4 i i « j é ‘Ler 
7 oveg s t he Pe , 
‘ 
- & “4 © € * tal 
a = oee ’ 
| 
net Po ont? %c oe Si'@ Jé g 
s 


° : 
'P ~ ae Aue * be . = Oe - ale | ,, jy ia 76 — @ ‘gan 2 
Bety netho cot ow SPS yee wide oid @2 52 Cand ah Viger 


: 

p ’ re ¢ a a Ty <4 ne 

- eet foeiem:) egod? Be felieh eh mm jen SO tetite ent 7 oh 
5 
5 


. 7 2 a. 
i intetsssne apenteot?. bmG gree saq “SC Ue xe7 feoltetagsos HILN 


‘ 
: an me gab eprel G4 oni ; ole 2ouhel semneqes tnt 


1 eeen{eo’ Saree ed tesorsc ~egolt eff sc? sede oft Died 


Fe 
ee 


x wk . Te oe 


ANGUS, STONEHOUSE & CO. LTO. 
TORONTO. ONTARIO she 


degree of luxury living to which ordinary taxpayers can 
hardly aspire. 7 

You are invited to a swank club with rich leather 
upholstery, or to a jazzy country club with velvet greens 


on its golf course. Chances are good that your host has 


not paid his own entrance fee or his club dues. His 


company pays them. If you have anything resembling a 
"contact," he won't be paying for your lunch or the drinks, 
either. His company picks up the tab. Tax deductible. 

Now, if it's a big, profitable company, this 
hospitality will only cost it 48 cents on the dollar (in 
Ontario), provided it goes through the motion of showing 
that this was a business expense "for the purpose of” 
producing income. 

The criterion is "intent," not results. This 


loophole in the law opens up wide possibilities of abuses. 


It can conceal-a multitude of social sins, Since intentions 
are hard to disprove. Businessmen may wine and dine each 
other (potential customers, of course) until they burst 
from obesity or cirrhosis of the liver, but still maintain 


that they are business martyrs, only guzzling in the hope 


’ 


of gaining income for their "corporations," public relation 
3imen vie with sales executives as North America's highest, 
widest, handsomest expense spenders. 

What makes such suckers of the government and the 
people is that it is the other taxpayers who too often pick 
up the other 52 cents on the dollar on those luncheon tabs. 
With corporation tax at 52 per cent and business entertain- 


ment expenses deductible, the public at large is paying 


half the shot for the richer corporations doing business in 
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this way, because tax receipts are correspondingly reduced. 

Because of the nature of the company's business 
requiring wide contacts, comparatively few eyebrows may 
have been raised over the now classical. Royal Trust case, 
permitting it to charge social club dues and fees as busi- 
ness expense. But the same principle applies to golf clubs 
and even fishing clubs and what-have-you provided member- 
ship is taken out with a view to promoting business. 

When it gets to the point where gin and whiskey 
distributors can show the club fees of their salesmen as a 
business expense, through "mingling" and pushing the 
company's brands - as was found legal in a Canadian tax 
case - ordinary mortals wonder whether the law itself is 
not an ass. 

'BIG GIFTS'! 

This same principle whereby expenditures may be 
tax-deductible provided they are made with the intent of 
gaining business income extends to cover such things as 
business "gifts" - not only at Christmas. Strangest "gift" 
mentioned to me was a-brand new Buick, extracted from a 
ship chandlers firm in Montreal by the captain of an 
incoming freighter, for the privilege of unloading his 
ship. A seas who refused to have the car on the dock to 
greet the vessel lost the business to this more accommoda- 
ting chandler. American executives have classed such gifts 
as "hold-ups" at one end and "bribery" at the other. 

But it is "expense account living" which is 
currently engaging the attention of the federal government. 
In his June 20 budget speech Finance Minister Fleming 


uttered this warning: 
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"Since ours is a free enterprise economy, our 
income tax law assumes that the businessman is 
the best judge of the extent to which he should 
incur expenses of this nature, and naturally the 
government has been reluctant to recommend, and 
Parliament to impose rules that would restrict 
him unduly in this respect. However the govern- 
ment has no intention of allowing so-called 

‘expense account living' to thrive and I am 

consequently serving notice that in future the 

allowances of expenses of this nature will be 
subject to more intensive scrutiny. I am hopeful 
that more stringent legislation will not prove to 
be necessary." 

Ordinary mortals may be permitted to doubt whethe 
abuses can be checked by scrutiny, however "intensive. ' 
Unless the law is revised there is little likelihood that 
even grave abuses can be eliminated. 

Tax authorities are shy about proposing a drastic 
revision of Section 12 of the Income Tax Act (covering 
"purpose of gaining income”) because they feel that revi-. 
sion would entail endless court cases to establish the new 
position. But there has been some discussion of amending 
the act so as to permit the revenue department to lay down 
regulations putting a dollar limit on per diem expenses, 
expenditures on entertainment per head, and so forth. 

Personally, I believe there will have to be a mor 


drastic revision of the law. The government seems not too 


disturbed about the expense account system itself, though 


Mr. Fleming is rightly concerned about abuse of it. 
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1 But meanwhile there is that privileged class of 

2 free spenders, living “high on the hog" eink tax deductions, 
3| as ordinary Canadians cannot hope to do. Under our law, we 
4 are serving up cream to fat cats. 


s| April 5th, 1963. 
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SUMMARY OF SUBMISSION 
Presented By The 
ONTARIO CREDIT UNION LEAGUE LIMITED 
To The 


ROYAL COMMISSION ON TAXATION 


as The Ontario Credit Union League Limited makes 
this submission both on its own behalf, and on behalf of 
its 1,370 member credit unions in Ontario with a two-fold 
purpose: 

1) To demonstrate our conviction that credit 

unions should remain exempt from income tax. 

2) To answer demands that credit unions should 

be subject to income tax. 

Zs Credit Unions exist to encourage thrift and to 
provide low-cost loans, and are owned and operated solely 
by the members for the benefit only of the members. 
Credit unions arose out of human need and from the philo- 
sophy that every man is his brother's keeper. 

Credit unions are operated by member-elected 
officers, and are controlled by provincial legislation 
which provides for their regular inspection. 

The capital of a credit union is provided by its 
members in the form of $5.00 shares, upon which dividends 
are declarable by the members in Annual Meeting, and by 
deposits at pre-determined rates of interest fixed by the 
Board of Directors. 

Should its capital prove inadequate at any time, 
a credit union may borrow up to 50% of its capital, depo- 


sits and surplus, under certain conditions laid down in 
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The Credit Unions Act. The bulk of this borrowing is from 
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our own League Central Department. 

Every credit union is required under statute to 
set aside at least 20% of its yearly net earnings as a 
Guarantee Fund to meet losses on uncollectable loans. 
After providing for this reserve, most of the balance of 
net earnings is returned to members as dividends on 
Shares, and rebates on loan interest paid. Most of what 
is left is used for educational purposes or put into 
specific or general reserves. 

The bulk of credit union assets is represented 
by loans to members, Most of the remainder is represented 
by liquid assets (cash, deposits, etc.) and by longer term 
investments mostly in Government or Government suaranteed 
Bonds, 

Ontario credit unions, with half-a-million 
members, and $275,900,000 in assets, have an increasingly 
Significant place in the economy of this province. 

Le A credit union differs in many ways from other 
financial organizations, but basically as follows: 

a) It is a true mutual, owned entirely by its 

members, and existing only for them. 

Db) Ee is essentially a service organization, 

and does not exist to compete with other organi- 

zations. 

ec) Voluntary workers have played, and still 

play, a large part in the organization, 

development and operation of credit unions, 

ad) It is a non-profit organization, and could, 


ideally, operate on astrict cost basis, as ali 
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1 Surplus earnings are either returned only to 
2 the members or set up as necessary reserves. 
3 e) Credit union shares differ from those of an 
4 ordinary corporation in numerous ways, such as: 
5 1) Unlimited share capital. 
6| 2) Fixed value of shares, which never 
7 varies. 
8 3) Only one type of share. 
9 4} Shares do not carry voting power, but 
‘a membership does. 
11 5) Shares, in practice, are withdrawable 
12 - On demand. 
13 f) Statutory reserve of 20% of yearly net 
al earnings required against uncollectable loans. 
15 4, Credit Unions and their Leagues pay no income 
16 tax under Canadian Income Tax Act, Chapter 148, R.S.Cc. 


17/1952, Section 62 (1) (k), which particularly provides 

18] that business must be restricted to one province, and 

19), that revenues are primarily derived from loans to members 
20)and from gilt-edged securities. In 1961, 94.7% of League 
21))member credit unions' income was derived from loans to 
22||members. 

23 The Royal Commission on Co-Operatives (1945) 
a4after a thorough study of Canadian credit unions recommen- 


25|\ded "that the income of Credit Unions......continues to be 


26;excepted from taxation......" 
oF 1h. This League submits that the present tax position 
28 }0f credit unions should be maintained for the following 


29 ||reasons: 


30 a) Credit Unions have no true profit, being 
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service organizations which could operate at 
cost. 
b) Credit Unions are subsidized by voluntary | 
workers, whose gratuitous labour should not be 
subject to taxation. 
c) Double taxation would be the result of 
taxing credit unions' net earnings, much of 
which is taxable in the hands of the members. 
d) Credit Union members in Ontario, through 
dues, paid to their League, pay a large part 
of the cost of their own supervision, 
e) Tax revenue potential would be negligible, 
because net earnings could be reduced in the 
following ways: 
(i) Interest rates on loans to members 
could be reduced in lieu of paying a 
rebate out of net earnings. 
(41) The bulk of a credit union's capital 
could be raised through deposits on which 
interest would be paid and charged as an 
expense. 
(iii) Voluntary workers could be paid. 
(iv) Educational expenditure could be 
charged as an expense rather than being 
allocated from net earnings. 
(v) Reserves against bad debts could be 
brought into line with commercial practice, 
thus reducing Guarantee Fund reserves. 
oe The Equitable Income Tax Foundation in their 


Submission to the Royal Commission on Banking and Finance 
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1) 1n 1962, to support its contention that credit unions 


2) Should be taxed, stated: 

3 a) That the tax position of credit unions has. 
4 induced an unnatural rate of growth in the 

5 movement, 

6 b) That credit unions have used a large part 

. of untaxed profits for expansion purposes, 

8 c) That credit unions show a profit on that 

9 part of their members! deposits which is 

10 invested in securities, 

11 dad) That credit unions "unfairly compete” with 
12 fully taxed competitors, 

13 e) That continued growth of credit unions works 
14 to the detriment of fully taxed competitors, 
15 f ). That piaaae unions should be taxed like 

16 ordinary companies, 

17) All these contentions have been answered in our main 


1g|)Submission, and we think, repudiated. 

19||7. The Ontario Credit Union League Limited humbly 
20||Suggests to the Commission that it recommends to the 
21))Government that credit unions and their Leagues continue 


92)as at present, not subject to income tax. 
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11° fO: Mr. Kenneth LeM. Carter, Chairman 
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ANGUS, STONEHOUSE & CO. LTD. 
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2 and Members of the Royal Commission on Taxation 
3 ee ee es Ce ST TOR Re ater athe ee ee es one Ota he Sk ies ca eoe3eee’ 
4] Gentlemen: 
On behalf of the Ontario Credit Union League 
Limited, we are pleased to submit herewith our Submission 

on Taxation. 

We feel quite confident that the Commission will 
| give our presentation favourable consideration. The 
Ontario Credit Union League Limited is very happy to volun- 
teer the information contained in this Submission and its © 

| 

Appendices, and is most willing to assist the Commission 
in any way it can. 


The Ontario Credit Union League Limited in the 


preparation of this Submission has attempted to comply with!| 


all the guides and directives suggested by the Commission, 
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1 
2 
3 LR DE xX 
a 
= introduction. 
S| 
| 
6| IL Reasons for presenting Submission. 
7 
EES Limited scope of Submission. 
8 
g|| LV What is a Credit Union? 
10 | 
V Wherein does a Credit Union differ from other 
11 financial organizations? 
12 
“gi Present tax position of Credit Unions. 
13 
14|| VIL Why the present tax position of Credit Unions 
should be maintained. 
15 
16 || VIIT Arguments for taxing Credit Unions answered. 
17 
IX Conclusion, 
18 
19 
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1 £ INTRODUCTION 
2|| Pl This submission is made by the Ontario Credit 
3], Union League Limited both on its own behalf, and on behalf 


of the 1,370 credit unions in Ontario which are members of 
this League. 


Pe The Ontario Credit Union League Limited was 


incorporated in 1942 under provincial charter, being a 
voluntary Withee an of provincial credit unions, and 
acting as the co-ordinating body for them and for the 2% 
local area associations known as Chapters. Currently it is 
operating under By-Laws revised in 1961 (Appendix 1). 
FS The objects and purposes of the League are 
clearly set out in the Credit Unions Act, 1961; Section 
53(1) reads: 
"Ten or more credit unions may be incorporated 
as a league for the object and purpose ofr, 
(a) protecting and advancing the credit unions 
that are members of the league; 
(b) encouraging and assisting educational and 
advisory work relating to credit unions; 
(c) arranging for group bonding of credit union 
employees and ensuring repayment of loans made 


by credit unions to their members; 


(d) receiving moneys from its members either 
as payment on shares or as deposits; and 
(e) making loans to credit unions that are 
members of the league." 

Py Section 53 (7) reads: 
"Any competent person authorized by a league 


incorporated under this section may examine 
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into the affairs of any credit union that is 
a member of the league and for such purpose 
he shall be given access to all books, records 
and other documents of the credit union and he 
may make whatever inquiries are necessary to 
ascertain its true condition and its ability 
to provide for the payment of its liabilities 


as they become due, and the officers and 
employees of the credit union shall facilitate 


him in his examination and inquiry.” 
Generally, the League's functions include organi 


The 


oO 
zation, education, publicity, and examination of credit 
unions (co-operating with the Credit Unions Branch of the 


, 


Ontario Department of Insurance in the latter field). 
; League also works closely with the Provincial Government in 


‘ 
| 


connection with changes in credit union legislation. 
The Administration Department of the League is 


P6 
|financed by dues of $1.00 per year paid by members of 
In addition the League Central 


| 
member credit unions. 


19 
Department exists to receive surplus funds from member 
eredit unions by way of shares and deposits,.and to loan 


20 
21 
92\|money to credit unions needing extra funds. 
237 The League is a member of the Credit Union 
National Association (CUNA), and pays to CUNA nine cents 


24 
q5|iof every dollar of the above mentioned dues. 
The League holds an Annual Meeting to which 


a7 |every member credit union is entitled to send one delegate 
At the Annual Meeting League 


qg|and one alternate delegate. 
g99\Directors are elected, policies made, and the general 


39 /business of the League discussed and resolved. 
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The League Board of Directors consists of 

9|| elghteen men from all parts of the Province. A permanent 
3) staff of some 55 employees perform the day-to-day work of 
4| the organization. The staff is headed by a General Manager 


| 
5| who is. directly responsible to the Board of Directors. 


6 

7 IL REASONS FOR MAKING SUBMISSION | 
8} P19 The Ontario Credit Union League decided to make | 
9] this Submission for the following reasons: 

10 (1) To demonstrate our firm conviction that 

11 credit unions in Ontario, and their League, 

12 by their very nature, should remain as they | 
13 are at present, not Subject to incone tax, | 
14 (2) To answer the demands of certain other 

15 organizations that credit unions be subject 

16 to income tax. | 
. 
18 gig LIMITED SCOPE OF SUBMISSICH : 
19] P11 Whilst it is recognized that “che terms of | 


2llreference of the Commission are all-embracing in the field | 


Miof taxation, the contents of this Submission must neces- 


| 
| 
22\|\sarily be limited due to the restricted activity of credit 
| 
23iunions, and to the lack of developed opinion on voroacer 
| 
! 


24|\matters by the organized credit union movement in Cntarto. 
27)\P12 (A) Definition 


28 A credit union in Ontario is an association of 


| 
26 IV _.WHAT IS A CREDIT UNION | 
| 
| 
| 
299|people, in membership together under a common bond, incor- | 


30 |porated under provincial charter, for the main purposes of 
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1) Encouraging savings and providing low-cost loans, owned 


2] and operated solely by the members for the benefit only 


3 


% 


5 


6 


| 


7\ and into the United States in 1909. 


8 


9 


10 


11 


12 


13 


14 


15 


16 


17 


of the members, 
Fa3 aay 


Credit unions were 


Origin and growth 


first introduced into North 


| America at Levis, Quebec, by Alphonse Desjardins in 1900, 


In Ontario 1913 saw 


the formation of the province's first credit unions, 


although the first credit union charter was not issued 


until 1928. 
Pi4 By 1949 there were 
in Cntario with total assets 
by 1962 the number of credit 
risen to more than 1450 with 
$275,000,000. 1370 of these 


this League, and they can be 


some 423 active credit unions 
in excess of $21,000,990 and 
unions in the province had 
total assets of approximately 
eredit unions are members of 


classified according to their 


bond of association as follows: 


Industrial 
Community 


Religious 


eral 
Lational 


P15 Philosophy 


financial 


f20 


165 


Government - civic, provin- 
cial, and fed- 


Ethnic, labour and assoc- 


Credit unions, both in Europe and North America 
out of human need, delivering people from the 
usurer, and also providing them with the means 
in some measure, they could control their own 


and economic destiny. 
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The philosophy of credit unions is grounded in 


the simple idea that "I am my brother's keeper." Hence 
the association of people with a common bond - industrial, 
community, religious, government, ethnic, etc., pooling 
their resources through savings, and making available those 


funds for members needing to borrow, with all surpluses 


after statutory and other necessary reserves being returned 
to the member. | 
P17 (D) Operation 

A credit union is operated by a Board of Directors, 
which is responsible for the overall administration, a 
Secretary and Treasurer, a Credit Committee which appvroves 
loans, and a Supervisory Committee which examines and 
audits the records and books. The Board and Committees are 
elected by the membership. 
P18 Ontario credit unions are controlled by provin- 
cial legislation in the form of the Credit Unions Act and 
the Corporations Act, and are open to government inspection 
whilst those credit unions in membership with the League 
are open also to examination by the League. The employment 
of external auditors is not statutory, though many credit 
unions do employ them. The inspections and examinations 
referred to above are comprehensive enough to provide effi- 
cient province-wide supervisory control of credit unions. 
P19 (E) Financial Structure 

Liabilities | 

Shares 

There is only one class of shares represented in 
the capital of a credit union. The Credit Unions Act, 


Section 19 reads: 
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1 "A credit union may create a capital divided 

2 ; into shares, and the amount thereof, the number 
3 of shares, and the payments thereon, shall be 

4 determined by its by-laws, but the amount of 

5 each share shall in no case exceed $10." 


6| However, the Ontario Standard By-Laws, Article III,1, 
iY ae 2) limits the value of each share to $5.00, 
giwhich is the norm for Ontario credit unions. 

9g || P2o A dividend may be paid annually on shares, on 


10||the recommendation of the Board of Directors, and on the 


11, approval of the members at the annual meeting. The Credit 


12|Unions Act, Section 44 reads: 


13 "At each annual meeting a credit union may by 
cal resolution upon the recommendation of the 

15 board of directors declare a dividend payable 
16 to all members at the end of the previous 

17 fiscal year on the amounts paid in on shares 
18 held by such members at any time during the 

19 year as is determined by the resolution." 

20 ||P21 Government statistics for 1961, (Appendix 3) 
21 indicates that overall, Shares represented 69% of credit 


22\iunion liabilities. 


23 ||P2e2 Shares have formed by far the largest part of 


24\|\credit union liabilities in Ontario for the following 


' 95 reasons: 


26 1. Shares have always been regarded as the 

27 |fundamental "capital" of a credit union, and as the 

28 iImembers own the organization, it seemed natural to express 
29|that ownership by investment in shares. Deposits were 


30 regarded as secondary, being introduced for personal 
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2\\ were providing. 

3 2. Members investing in shares, share a common 
4 liability -- to the extent of their shareholding, whereas 
5| depositors are preferred creditors. Credit union philo- 


6| sophy suggests to us that a preponderance of shareholding 


7 over deposits is more in keeping with the credit union 

8|| idea. 

9 3. The fact that shares form the major part of a 
10| credit union's liabilities results in larger allocations 
11|to the Guarantee Fund. Deposit interest is usually charged 
i2;as an expense, thus reducing net profits on which the 20% 
13| statutory allocation to the Guarantee Fund is based. Divi- 
14|\dends on shares are, of course, a distribution from 


15| Undivided Earnings (net profit plus accumulated surplus). 


16 | P23 Deposits 
17 Deposits are permitted under Section 4 (la) of 


18||The Credit Unions Act: 

19 "the receiving of moneys on deposit from members 
20 and as payment for shares,’ 

Jiland under Article IV (1) of the Standard By-Laws (Appendix 
22/2). Two classes of deposits are commonly used by credit 
23 |)unions : 

(a) Regular deposits, bearing interest, 
generally depending on length of time funds 
remain on deposit. Interest rates generally 
vary between 3 and 5 per cent. 

(b) Deposits for personal orders offered 

by about 6% of Ontario credit unions. Interest 


rates vary from nil to 3%. 
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P24 Government statistics for 1961 (Appendix 3) indi 


1 


2| cate that overall, Deposits represented 18% of credit unio 


3] liabilities. 


4| Ped Loans Payable 
5| A credit union may borrow up to 50% of its 


6| capital, deposits and surplus. The Credit Unions Act reads: 


| Section 36, 


8 "The board of directors of a credit union may 
9. pass resolutions for borrowing money but at 
10| no time shall the total amount borrowed exceed 
ul 5° per cent of its capital, deposits and 

12| surplus." 


13||Section 37, 


14 | "Nothing in sectin 36 limits the amount that 


15 may be received on deposit from members," 


16\|\Section 38, 


17 "No resolution referred to in section 36 takes 
18 effect until it has been confirmed by a vote 

19 of not less than two-thirds of the members 

20 present or represented by proxy at a general 
74 meeting of the credit union, duly called for 

22 considering the resolution by notice specifying 
23 the terms of the resolution to be confirmed, 


or until unanimously sanctioned in writing by 
the members of the credit union, but no confir- 
mation of any such resolution is required 

when the total sum borrowed does not exceed 

25 per cent of the capital, deposits and 
surplus of the credit union." 


The bulk of the borrowing is from the League 
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1| Central, with the Ontario Co-operative Credit Society and 


2 


chartered Banks providing most of the balance. Loans 
Payable (Borrowing) accounted for 4% of total liabilities 
in 1961 (Appendix 3). 
P2T Guarantee Fund Reserve 

Section 28 (1) of the Credit Unions Act provides 
that “Every credit union shall set aside at least 20 per 
cent of its yearly net profits as a guarantee fund to meet 
losses, and the fund shall be held as a reserve against 
uncollectable loans and losses, but where at the close of 
any fiscal year the amount set aside for the guarantee fund 
equals at least 10 per cent of the total amount received 
from members on deposit and as payment for shares, the 
directors may, subject to the approval of two-thirds of | 
the members present at the annual meeting, direct that no 
moneys be set aside for the guarantee fund for the then 


current year." 


P28 The Government statistics for 1961 (Appendix 3) 
indicate: 


Guarantee Fund $9,032,120 | 
Plus 20% of 1961 Earnings 2,497,975 


| 
| 
| 
| 
Total $11,530,995 


This total represents 5.2% of members' loans. 


P29 Undivided Earnings 


The net earnings of a credit union for a fiscal 


| 
| 


year (income less expenses) are credited to an Undivided 
Earnings account. After providing for the statutory 
Guarantee Fund reserve of 20% (para. 27 above), most of the 
balance is returned to members in the form of dividends on 
shares, and often in rebates on loan interest paid during 


the year. Frequently there is a balance left in the 
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Undivided Earnings account. Some credit unions make a 
practice of. building this account up as a reserve fund, 


sometimes transferring amounts from Undivided Earnings to 


a Contingency, Building or General Reserve. Such reserves 


| 


| determine. 


| 
| 


| P30 Other Funds and Reserves 


These generally consist of Contingency, Building 
and General Reserves (see para. 29 above) and Educational 
Funds. Regarding the latter, The Credit Unions Act 1961, 
aaegen 28 (2) states: 

P3l "A credit union may by resolution of the members 
provide that, after making provision for the guarantee fund 
and before declaring a dividend, an amount not exceeding 

5 per cent of the net earnings be set aside in a special 
fund to be used for such educational purposes as are speci- 
ltied in the resolution." 
P32 Assets 


Loans to members. The basic policy of credit 


unions regarding investment of funds received is to loan 


out the bulk of such funds to members. The government 
statistics for 1961 (Appendix 3) indicate that an overall 
average of 82.6% of credit union assets are represented by 
loans to members. 
P33 Other Assets 

The same statistics indicate the breakdown of 


other credit union assets as follows: 


(a) Cash 6.1% 
(b) Investments 9.8% 


(c) Land & Buildings 0.9% 
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1 (d) Other Assets (Equipment, 0.8% 
Prepaids etc) 

: P34 (F) Economic Significance 

" This League feels that Ontario credit unions 

5 have an increasingly important place in the economy of the 
: province and in the well-being of its people, more than 

: half-a-million of whom are credit union members. Among 

. the accomplishments of these credit unions we mention the 

7 following: 

1. Successful encouragement of thrift. | 
9 2. Making available low-cost loans to many 

5 people not otherwise eligible for such loans. 

is 3. The training of thousands of voluntary 

" workers who give time and talents in the service 
“6 of their fellow-men. | 
fa 4, Family financial counselling. | 
5. Improvement of relations between labour 

7 and management by industrial credit unions. 

6. Improvement of local economic conditions 

a through strong community credit unions. | 
20 | 
5 V WHEREIN DOES A CREDIT UNION DIFFER : 
22 


FROM OTHER FINANCIAL ORGANIZATIONS? 
P35 (A) True mutual 

A credit union is wholly owned by its members, 
accepting moneys for shares and deposits only from members, 
and making loans only to members. Section 4 (1) of The 
Credit Unions Act 1961 states: 

"Credit unions may be incorporated having 


for their object and purpose, 


ne Gn Paina 
aa ‘eee 


; y 
i f i hae 
iy - wits 
; - 
{ 
if Ns 
: 
7. 
?) f. 


| gating 


t 
ait, th pty {aetna +a sreeweee: Ae te Sr oceR 1 aie 


q*"F 


ee ‘dew n-radnan ot eet So gntsion entf (4) 


wit nr! “me a ; . 4 
kb : om sbi ; } a LA 
o) Meteaboe, fiers toad teers no? chim ¢ toueiaw ip 
ae f [ Ms iy MRC ag he 
»! . 
* stae dtiv egatine® Imionymtt #/ aalew fliers & ryt 


saodd od Dos vretned eit of Seciino> Vi Lavonem #2 Steomen)~ 


hetoownt. wee eh? evigten av! Mole Atle ae ites hase ot | 
hago 'b: itettets aumeeT motel Pibwro okey) ptt VET to 


° s 
Bh aii bdiee . erro ae . wire Au 
hodreae tae: stromtunvent Suid eteotoet (6 sien dp ANPRTS, a 


J a A wetlt ¢ ‘ ” “ 
hee | yt -_; i ea ak wee Pe ap rey a 
han § an + 
f | 
oa | ”) 
j > 5 “ % } i 
’ " ral < ‘ v -; ayer et oe 44 nae fi yr i; He ‘ty : 
i ae 
} i 
’ ; " ee Te _— ~ tue -! net F ve + 
STE TACY SUBMITS Tey OM Sree Oe ae | ‘eS 
ti) - a 
ls, soseiall i 
; boy ay 
5 7 
; é] 
; BSIWBOsA BOY i re 
7 
| - 
Pb -¢ a fin? y - 7 > tre i : » an pe 
~ * %* ne “ ! | ‘ : j J a A ‘i 
f + 4 " 4) 
aaao Limolieseg ge ernaen no iw Sat 
j 
& 
{ 
L " atl < ; 
’ { , 3 wT 64 
j 
bie ae P « 
‘these a fjotd efor oF wind ena tT Aha a 
7” 
? o~ id , ~ * 4 ? fe 
ayesretal Dee—aEt eo] Y (h melas UNEP: 
p » 
nt Spm Ped pet a? +> bes portr ‘ a ic an i! rwere! a 
f 
— . ’ 4 { 
risen ats Ys omen TA momtvome. wit ot Berle, get] px 
ad ae) 
B 
a , 
\ ‘ 4 - $ > . 
> — ~ > * , ‘ 4 ¥ a win 
waz} araro-natbags> orb of wats. 3 bt 
a 
. - 
’ ~ a “ , * r r , 
\WoLed ,~ie SC .S259) a8, 3 ae OES & L y oc oe 
; ! 
- o~ > a ® we ¢ 
Botiesionua sotwaes (6) te 
Raeterlering >thangen perere Sy & Slesere ree > 


a 1 -imkecaggran sotvaen & Ylistiawene 62 aolav Thies. A oe 


betatl ete ods aredmnet act weet od vistou wlhaine #1 .mohy; 
Og 


Rigito lafeed ,evolgites ial fons Jo Aaod norxpe ont % Oe fy 


Latome2t aerivo aoiw oteigae ot MaRS gon eroh é1..... 00%) M.. 


<ea ee Seeger 


nq 
, 
‘ , . 
‘ “ 
bs 
i} 1 } 
4 ' 
i is ji 
/ iy uv me 
' ¥ - pol Pee 
‘ ' ! ble 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 19 


1 (a) the receiving of moneys on deposit from 

2 members and as payment for shares; 

3 (b) the making of loans to members with or 

4 without security for provident and productive 

5 purposes," 

6 P36 A credit union's financial dealings with non- 
7|members is generally confined to its banker, and to those 


8 organizations with which its surplus funds are invested. 


9| P37 The Ontario Credit Union League Statistics for 
10/1961 (Appendix 4) indicate that investments represented 
11/| 9.2% of credit union assets, broken down as follows: 
12 In Ontario Credit Union League 3.3% 
13 In Ontario Co-operative Credit Society 1.6% 
14 In Government and Government Guarantee 

| Bonds 2.5% 
15 

In other investments ee 

” Be 


17/4 credit union's income, therefore, is mainly derived from 


18 transactions with the members, and operational earnings are 
19 | returned to the members only. 
20 P38 It is relevant here to note that a credit union 


fT cannot be taken over by foreign-owned interests. It is 


92|owned by Ontario residents, and it is restricted to carryin 


23\0n business in the province. It must by its nature be 

A hend remain Ontario and Canadian-owned. (See quotations 

a5 |\from Canadian Income Tax Act (para. 52-1, below) 

26 |P39 (B) Service organization 

27 A credit union is essentially a service organiza- 
2g tion. It exists solely to serve its members who are linked 
29 by the common bond of employment, religious, racial origin 


30 letc. It does not exist to compete with other financial 
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organizations, but just to serve its own members, It has 
no need to engage in any kind of competitive activity, 
because its scope of operation is limited to its own 
members, to whom it offers a reasonable return on savings, 
and low-cost loans, with both savings and loans being 
insured. 
P4O Alphonse Desjardins, founder of the credit union 
movement in North America, described the organization as 
"the institutional expression of high social ideals.” 
P41 (C) Voluntary Workers 

The credit union movement in Ontario was founded 
and largely built up by volunteer, unpaid workers. In 
testimony before the Royal Commission on Co-operatives, 
1945, the then President of this League, the late Mr. R. 
Macdonald, speaking of his own Credit Union, of which he 
was an officer, stated that his creiit unfon officers did 
not receive any remuneration whatsoever for the work they 


did for the credit union. 


P42 Due to the tremendous growth of the movement 


since then, the position has of necessity changed somewhat. | 


Upwards of 150 credit unions in Ontario now employ full- 


time staff, whilst others engage part-time help. Some 


‘credit unions pay small honoraria to officers who are not 


employees, but many do not pay anything. The minimum 


number of officers a credit union can have in Ontario is 


11 (5 on the Board of Directors, 3 Supervisory Committee 
and 3 Credit Committee). Boards sometimes have as many as 
12 directors, whilst Credit Committees sometimes have up to 
7T members. As there are more than 1,450 credit unions in 


Ontario, there must be at least 15,950 officers, the large 
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1} majority of whom receive no remuneration or at best a 

2| small honoraria to cover necessary expenses of attending 

3| meetings. 

4] P43 The main reason for the large volume of unpaid 

5; voluntary work in our credit unions is that the persons 

6| concerned are imbued with the philosophy of credit unionis - 


7| and so are glad to give time and energy in serving their 


8|| fellows. 
9| P44 (D) Non-profit organizations 
10 Essentially, a credit union is not in business 


11/to make a profit. It exists to encourage thrift in its 
12|| members and to make low-cost loans out of the members' own 
13|| savings. 

| a At the fiscal year-end, after providing for the 
15) statutory reserves (20% of net earnings), a credit union 
16 | pays a reasonable return on the members! savings, and if 
17 there are sufficient net earnings remaining, makes a 

18 rebate on loan interest paid by members during the year. 
19 |P46 A credit union could, ideally, operate on a 


20 strict cost basis, by paying a fixed, predetermined 


21 )\interest rate on members' deposits in the credit union, 


22|\which interest would be a charge against income, amd by 


23|\reducing the interest rate charged on loans to members. 
24)Earnings or "profits" would thus be virtually eliminated. 


25 |'The reasons why credit unions do not so operate, are as 


26 |follows: 
27 (1) Shares have always been regarded as the 

28 |fundamental "capital" of a credit union, and as such are 
29 ieligible for a declarable dividend at the Annual Meeting. 


30|Deposits, bearing fixed interest charged against income, 
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1| have always been a secondary source of funds, being intro- 
duced for personal chequing service, or to attract more 
new money than shares were providing. 

(2) Section 29, (2) of the Credit Unions Act 


1961 states: 


"Interest together with all charges and penal- 


ties shall not exceed 1 per cent per month on 


the unpaid balance of any loan.” 
This rate of 1% is charged by the majority of Ontario 
credit unions, though lower rates are often charged by 
rural credit unions. The reason for the 1% charge is two- 
ifold, that it is so easily calculated, and that it could 
|be difficult to estimate the operating costs of the credit 
union sufficiently accurately to reduce the interest rate 
to a minimum figure without risking an operating loss. 
P47 (E) Share Capital 

The shares of a credit union are generally 
different from those of an ordinary corporation in the | 
following ways: 

(1) A credit union has no fixed share capital, 


that is, it may accept monies for shares from members to 


an unlimited amount, and no share certificates are issued. 


(2) A share has a fixed value, usually $5.00, 


which value never varies. 

(3) There is only one type of share, rather than 
common and preference, cumulative or non-cumulative etc. 
as may be found in other corporations. All shares qualify | 
equally for the same dividend. 

(4) Shares do not carry voting power, but 


rather, membership does; one member, one vote, irrespective 
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of the number of shares held. 

(5) In practice credit union shares are with- 
drawable on demand, subject to being a security on a loan. 
The Board of Directors is empowered to require 60 days' 
notice of withdrawal of shares (By-Laws doteitte Til, 3-- 
see Appendix 2), but in practice this is seldom done. 

(6) "A member is not liable to the credit union 
for shares subscribed for in excess of the amount actually 


paid thereon." (Section 20 (3) of The Credit Unions Act). 


190/248 (F) Statutory Reserve 


Every Ontario credit union is required under 


| Section 28 (1) of the Credit Unions Act, to set aside at 


least 20 per cent of its yearly net earnings as a guarantee 
‘fund to meet losses. (see para. 27 above). 


P49 Uncollectable loans are written off against this 


|reserve fund, and where the fund is inadequate, a credit 


‘union may (by consent of the members ) allocate more than 
the required 20% of net earnings. 

1P50 This statutory reserve is in contrast with the 
practice of ordinary corporations of setting up reserves 
for bad debts based on the actual or potential loss situa- 


tion. 


VI PRESENT TAX POSITION OF CREDIT UNIONS 
P51 Credit unions in Ontario pay municipal taxes 
where applicable and all credit unions pay a provincial 
“place of business" tax of $5.00 per year. 
P52 Credit unions or Credit Union Leagues do not pay 
any income tax in accordance with the Canadian Income Tax 


Act, Chapter 148, R.S.C. 1952, under Section 62 (1) (k) 
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1| which reads: 

2| "No tax is payable under this Part upon the 

3| taxable income of a person for a period when that person 
41) WaS..... a corporation or association incorporated or 

5| organized as a credit union or co-operative credit society 
6) 1f: 

7 (1) it was restricted to carrying on business 
8 in one province, and it derived its revenues 

9 primarily from 

10 (A) loans made to, or cashing cheques for, 
11 members residing within the province, 

12 (B) bonds of, or guaranteed by, the govern- 
13 ment of Canada or a province, or 

14 (C) loans made to a co-operative credit 

15 society of which it is a member, or 

16 (41) the members thereof were corporations or 
17 associations 

18 | (A) incorporated or organized as credit 

19 unions substantially all of which derived 
20 their revenues primarily from loans made 

21 to members or from bonds of, or guaranteed 
22 by, the Government of Canada or a province, 
23 (B) incorporated, organized or registered 
24 under provincial co-operative legislation 
25 or governed by such legislation, or 

26 (C) incorporated or organized for chari- 

27 table purposes, or were corporations or 

28 associations no part of the income of 

29 which was payable to, or otherwise bene- 


ct fited personally, any shareholder or 
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member thereof." 
P53 As previously noted, the Ontario Credit Union 
League and all Ontario credit unions are restricted to 
carrying on business in this province - (i) above. 
P54 As will be seen by the League 1961 statistics 
(Appendix 4), 94.7% of our credit unions! income was 
derived from loans made to members - (i) (A) above, whilst 
3.1% of their income was derived from investments; the 


bulk of the investment outside the credit union movement 


ibeing in Government or Government guaranteed bonds - (i) 


(B) above. 

P55 The Ontario Credit Union League qualifies under 
(ii) (A) above. 

P56 We feel that it might be relevant here to quote 
from the Report of the Royal Commission on Co-operatives 
(1945), pp 52 and 53: 

"No submissions were made to the Commission from 
business interests expressing opposition to credit unions 
or claiming that credit unions should be taxed on the | 
ground that they are competing with other types of business 
enterprise. The contention was advanced, however, that no 
business enterprise should be entitled to exemption and 
that no exception should be made in the case of credit 
unions or federations thereof. 

We are satisfied that credit unions perform a 
highly useful function in assisting people who are unable 
to take effective advantage of savings and loan facilities 
provided by other lending institutions. We are also satis- 
fied that credit unions are not displacing any other type 


of business enterprise, except to provide an alternative 
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1| Source of loans in a field where individual money lenders 
g|or lending institutions do not provide similar credit faci- 
3) lities at comparable net rates. It is clear, therefore, 

4| that unions provide a useful supplement to other lending 

5 institutions and that the continued development of credit 

6| unions is desirable from the standpoint of the public 
7\\interest. 

8 Credit unions return to their members a very 
gihigh proportion of their surplus earnings. In some cases, 
10| however, they are retaining amounts which appear to be 
1i\\larger than are required for reserves against bad loans 
12);and losses on the basis of past experience. If they were 
13)\to be taxed by the methods we have recommended for co-opera 
14) tive associations, additions to these excess reserves 
15|would be made subject to tax. However, the individual 
16jamounts to be assessed would, in many cases, be very small. | 


17 ||Moreover, we consider that it is not desirable to discourage 


! 
| 


18 the accumulation of reserves to protect the savings of 


19|imembers who, for the most part, receive small or very 


PST Under the “Summary of recommendations regarding 


credit unions," the report states: 
"Phat the income of credit unions....continue 


to be excepted from taxation...... 


VIL __ WHY THE PRESENT TAX POSITION OF 


CREDIT UNIONS SHOULD BE MAINTAINED 


P58 (a) No true profit 
As indicated in paras. 44/46 above, a credit 


union is substantially a non-profit corporation, which 
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ee 


1| could operate virtually at cost, but for the practical 

| epaatharan stated in para. 46, it returns the bulk of the 

3) net earnings after statutory reserves to the members. 

4) P59 In other words, a credit union is a restricted 


| group of people pooling their resources and lending from 


wm 


Ov 


those resources to those within the group who need to 


| borrow. 


~I 


g| P6O Again we stress that credit unions are not in 
9|| business for profit, but to encourage thrift, offering a 
10, reasonable return to the members on their savings, and to 


11| provide insured low-cost loans to the members. 


12 || P61 (b) Voluntary Workers 


13 As explained in paras. 41 and 42 above voluntary 
14)\unpaid workers have played, and still play, a large part in 
15|the operation of credit unions. If all these workers were 
16|paid at a reasonable rate for the time they devote to their 
17|\credit unions, net earnings would be considerably reduced. 
18)\In effect, such voluntary workers are subsidizing their 
19|\credit unions, and to make credit unions subject to income 
20 ||\tax would be tantamount to taxing the countless thousands 
21/of hours selflessly spent by these individuals in the 


22\\service of their fellows. 


23|P62 (c) Double Taxation 

24 Dividends paid by credit unions, and usually 

25 |lcredited to members' share accounts rather than paid out 
26/4in cash, are taxable in the hands of the member, if of 

27 |course his income is in the taxable class. The same is 

28 true of interest rebates in those cases where the relevant 
29l10ans were for business purposes, and the interest paid 


30||thereon was claimed as an expense, 
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If credit unions were subject to income tax, 
then the taxing of dividends and rebates in the hands of 
the recipients would amount to double taxation. 
P64 (dad) Supervision 

Originally Ontario credit unions were adminstere 
by the Department of Agriculture. In 1953 the Department 
of Insurance took over their administration, and a program 
of inspection was instituted. This inspection program was 
carried out faithfully by the Credit Unions Branch of the 
Department of Insurance, but by 1955 the credit unions 
chartered in Ontario had become too numerous for the admini 


strative body to handle and control effectively with 


|} existing staff. 


P65 In January 1956 the then Attorney-General of 
Ontario met with the Board of this League regarding ade- 
quate supervision and audit of credit unions in the 
province. As a consequence of this meeting, this League 
presented a brief to the Attorney-General in October 1956, 
which resulted in legislation giving power to the League 
to examine the affairs of any member credit union. Section 
53 (7) of The Credit Unions Act 1961 reads as follows: 

"Any competent person authorized by a league 

incorporated under this section may examine 

into the affairs of any crecit union that is 

a member of the league and for such purpose 

he shall be given access to all books, 

records and other documents of the credit 

atoms anit he may make whatever inquiries are 

necessary to ascertain its true condition 


and its ability to provide for the payment of 
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1 its liabilities as they become due, and the 

2 officers and employees of the credit union 

3 shall facilitate him in his examination and 

4| inquiry." 

5 | P66 In addition, at the League's 17th Annual Meeting 


Ht 
| 


6| in March 1957, member dues were raised from 50 cents a year 
7| to $1.00 a year, to finance a greatly expanded examinatim 
g| program. This program of supervision went into effect in 


g| April 1958, and has grown until at the end of 1962, twenty- 


10) two League employees in ten areas throughout the Province, 
ty under the direction of a Public Accountant, are engaged in 
— fer League member credit unions: In 1962 this League 
13/ made thorough examinations of 685 credit unions. 

14|| P67 The Department of Insurance also has ten inspec- 
15) tors engaged in similar supervisory and inspection work. 

16 | P68 If the credit unions in this province were not 
‘largely policing themselves, through their League, the 
18)government administering body would have to be considerably 
19 | larger than it is in order to supervise the credit unions 
20 ||adequately. This would involve the expenditure of consi- 
21|\derably more of the taxpayers' money. The credit unions, 
22|\ therefore, through their members' dues, are paying 


23\\indirectly for their own supervision, and so reducing the 


24|\cost of government supervision paid for through taxes. 
'95/P69 (e) Tax revenue potential 

26 It is the contention of this League that if 

27 |credit unions were made subject to income tax, the tax 

28 heer potential would be negligible, for’ the following 

29 | reasons: 


(1) Credit unions would reduce interest 
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rates on loans to members rather than make 
rebates after the fiscal year end, thus 
reducing the net earnings considerably. In 
1961, the average rebate paid by Ontario 
credit unions was approximately 16%. 

(141i) The tendency might well be for credit 
unions to encourage deposit money from their 
members, at a fixed interest rate, which 
interest would be a charge against income, 
thus reducing the net earnings further, and 
leaving a smaller amount of share money 
eligible for dividends payable out of net 
earnings. 

(iii) Credit unions might well consider 
paying those voluntary workers who are 
currently serving their credit unions without 
remuneration, and increasing the remuneration 
of those who are currently receiving token 
honoraria for their services. 

(iv) Those credit unions which generally 
vote up to 5% of their net earnings (after 
making provision for the guarantee fund) to 
be set aside for educational purposes, in 
accordance with Section 28(2) of The Credit 
Unions Act, 1961 (see para. 31 above) no 
doubt would instead treat payments for educa- 
tional purposes as expenses to be charged 
against income, reducing net earnings still 
further, 


(v) The Report of the Royal Commission on 
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1 Co-operatives (1945) pages 52 and 53 states in 


2 part: 

3 "Credit unions return to their members 

4 ; a very high proportion of their surplus 

5 earnings. In some cases, however, they 

6 ; are retaining amounts which appear to be 

7 larger than are required for reserves 

8 against bad loans and losses on the basis 

9 of past experience. If they were to be 

10 taxed by the methods we have recommended 

11 for co-operative associations, additions 

12 to these excess reserves would be made 

13 subject to tax. However, the individual 

14 amounts to be assessed would, in many 

15 cases, be very small. Moreover, we 

16 consider that it is not desirable to 

17 discourage the accumulation of reserves 

18 to protect the savings of members who, 

19 for the most part, receive small or very 

20 moderate incomes." 

21 In this connection we point out that the total 

22 Guarantee Funds at the end of 1961 (see para. 

23 28) amounted to $11,530,095 or 5.2% of loans 

24 outstanding. At the same time delinquent loans 
3 recorded by credit unions were approximately 

26 $11,000,000, or 5% of loans outstanding. Of 

27 this $11,000,000 statistics produced by the 

28 Ontario Department of Insurance for 1961 show 

29 loans delinquent for six months or more total- 


30 ling $2,345,542 or 1.1% of loans outstanding. 
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In addition, loans totalling $574,261 were 
reported as having been written off during 
the year. 

The Guarantee Fund reserve does not appear 
to be unreasonably excessive compared with 
bad debt provisions made by other corporations. 


However, if credit unions were subject to 


income tax, The Credit Unions Act would 


undoubtedly need amendment, as there would 


be very small net earnings on which to base 
the 20% transfer to Guarantee Fund currently 
required under the Act. Credit unions would 
need rather to set up provisions for bad 
debts in a similar fashion to other corpora- 
tions. 
(vi) In view of the above, it would appear 
that the administrative costs involved in 
collecting income tax might well exceed the 
amounts collected. 
(vii) This League feels that the following 
quotation from page 52 of the Report of the 
Royal Commission on Co-operatives (1945) is 
still relevant in 1963: 
"We are satisfied that credit unions 
perform a highly useful function in 
assisting people who are unable to take 
effective advantage of savings and loan 
facilities provided by other lending 
institutions. We are also satisfied 


that credit unions are not displacing 
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any other type of business enterprise, 
except to provide an alternative source 

of loans in a field where individual 
money lenders or lending institutions do 
not provide similar credit facilities at 
comparable net rates. It is clear, there- 
fore, that unions provide a useful supple- 
ment to other lending institutions and 


that the continued development of credit 


unions is desirable from the standpoint 


of the public interest. ' 


¥Wiit ARGUMENTS FOR TAXING CREDIT UNIONS ANSWERED 


PTO The Ontario Credit Union League wishes to take 
\ this opportunity to answer certain statements made by The 


\Equitable Income Tax Foundation in their Submission to the 


|28th, 1962, which statements were made to support its 


contention that credit unions shouldbe taxed. 


'P71 (A) Page 3 of the above-mentioned submission, para- 
igraph 2 reads "It is our belief that in the taxation of 


Co-operatives as compared to the taxation of ordinary 


businesses, there exists an extreme inequity. This treat-— 
ment has induced an unnatural rate of growth in Co-opera- 
tives and Credit Unions......” 

We contend that the growth of the credit union 


movement in Ontario (we speak only for this province in 


our Submission) has not been unnatural, but natural, and 


99||\due mainly to the following circumstances: 


30 


(1) Credit unions are member-owned and 
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operated. 

(ii) Membership is based on a specific 
associational bond. 

(111) The members' money is working for them 
only and not for anyone outside the membership. 
(iv) The credit union philosophy of self-help 
and service to one's fellows, which appeals 

to the ordinary individual. 

(v) The reasonable return on savings, and 
low-cost loans. 

(vi) The excellent insurance provided on 
Savings and loans at no extra cost. 

(vii) The strength of a movement largely 
united in its League. 


P72 (B) Page 4 of the Submission, paragraph ii) reads in 


of their untaxed profits for expansion purposes, and have 


in ordinary business.” 

Answering this statement, we submit that: 
(1) of a credit union's net earnings, at 
least 20% must be put into a Guarantee Fund 
as statutory reserve against uncollectable 
loans and losses, under Section 28 (1) of 
The Credit Unions Act (see para. 27 above). 
Some credit unions invest their Guarantee 
Fund in the League Central, or in Government 
or other bonds. Other credit unions make it 
available in loans to members, if the demand 


is high enough. In the overall picture, as 


in this way had a distinct advantage over their competitors| 
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1 will be seen from the 1961 Government statistics 
2 (Appendix 3), total credit union investments 
4 far exceed the total guarantee funds. This 

4 does not suggest that these reserve funds are 
5 being used for expansion. 

6 (14) The bulk of the remaining net earnings, 
7| as indicated elsewhere in this Submission, 

8 are returned to the members by way of dividends 
9 and interest rebates. These are generally 
10| credited to the members' share accounts, but 
11] are still taxable in the hands of the member 
12 if he is in a taxable bracket. The member is 
13! free to draw these credits out of the credit 
14) union if he so wishes, as they were only 

15) eredited to his account for convenience, 

16. rather than being paid out in cash. These 
at dividends and rebates are for the most part 
18 left in the members! accounts by their own 
ell choice, and are of course available for 

20 | further use, either for lending, investing 
atl or for increased liquidity. 


92/P73  (C) Page 28 of the Submission, paragraph 3 reads in 
93\\part: “Credit Unions also show a profit on that part of 
94|\their funds deposited by members which is invested in 

25 |securities, loaned to trading Co-operatives, or otherwise 


96 |\placed on the money market." 


27 As far as the member credit unions of this League 


ag are concerned, League statistics (Appendix 4) indicate that 


29 199.6% of members' shares and deposits were on loan to 


30 Imembers. Of the 8.2% of total assets that were invested, 
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3.3% was invested with our own League Central either as 
33% deposits, or as shares on which 4% dividend has been 


paid for some years. As the average dividend paid by 


Ontario Credit Unions for 1961 was more than 4%, no 
profit was being made on these invested funds. 2.5% of 
the investments were in Government or Government guaranteed 


Bonds, and it is doubtful if the returns on these bonds 


was at a higher rate than the average dividend. 1.6% of 
the investments were with the Ontario Co-operative Credit 
Society at either 33% on deposit accounts or in shares on | 
which a dividend of 5% was paid. 

Generally speaking, credit unions are not seeking 
the highest returns on their surplus money, but seek a 
reasonable return either from their League, the Ontario 


Co-operative Credit Society or in Government or Government- 


guaranteed Bonds. 
P74  (D) Page 30 of the Submission, paragraph 1, reads in 
part: "It seems clear that much of the growth of Credit 
Unions can be directly attributed to their freedom from 


taxation," | 


We contend that there is no clear evidence for 
this statement, and we have answered it together with a 


Similar allegation in para. 71 above. 


P75 (E) Page 30 of the Submission, paragraph 2, reads: 
"The extraordinary growth and prosperity which Credit 


Unions have enjoyed in the last twenty years and the unfair 


mature of the competition they provide for their fully 


taxed commercial competitors is sufficient reason for a 
reappraisal of the taxation policy to be adopted towards 


this type of financial business.” 
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1 We submit that the phrase "unfair nature of the 
2 competition” is not relevant. As indicated in 

3 para. 39 above, a credit union does not exist 

4 to compete with other financial organizations, 
5 and has no need to engage in any kind of compe-~ 
6 titive activity, because its scope of operation 
7 is limited to its own members. 

8 If credit unions were to be taxed as the founda- 
9 tion wishes, then credit union interest rates 
10| would certainly be lowered, and credit unions 
11| then would be placed in a competitive position 
12 from the point of view of other financial 

13| organizations. 


14/P76 (F) Page 4 of the Synopsis of the Submission, para- 
15| graph 2 reads in part: "their (Credit Unions) continued 


16 | growth works to the detriment of their fully taxed compe — 


! 


17 | titors----banks, Savings and loan, trust and finance 


1g | companies," 
i 
19 | No concrete evidence was produced to substantiate 


| 


99 | this claim, Not only do we deny the statenent, but claim | 
| 
21) that the reverse is more probably true. It appears that 


22) the chartered banks have only become seriously interested 
23|in the small loans field since they realized how success- 
24|fully the credit unions were handling such loans at rates 
25|\Ccomparable to those the banks would charge. Trust compa- 
26|nies do not deal in personal loans, which type represents 


27 |\the largest proportion of credit union loans. We do not 


28 |have any evidence that finance companies are not growing 


29|}along with all other financial organizations. 


30 We feel very strongly that credit unions, whilst 
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3 


29 


30 


not actively competing with other financial organizations, 
have acted and still do act as bulwarks against usurious 
(i.e. exorbitant) rates of interest, and as such are not 
growing to the detriment of our "competitors,” but along 
with them for the good of our society. 
PT; (G) Page 4 of the Synopsis of the Submission, last 
paragraph reads: "It is further recommended that credit 
unions be taxed like ordinary companies,” 

Page 32 of the Submission, last paragraph reads: 
“That the special exemption accorded to Credit Unions be 
discontinued and that they be taxed on the same basis as 
ordinary financial concerns," 

Our only comment on the use of the phrases 
"ordinary comoanies" and ‘ordinary financial concerns” is 
that credit unions are not ordinary companies or ordinary 
financial concerns, but as is made clear in other parts 
of our Submission are unique organizations which cannot 
deal with the public at large, designed to serve a specific 
need of their members and purpose in our society, not for | 


profit, not for charity, but for service. 


IX CONCLUSION 
P78 In view of all the foregoing, the Ontario Credit 
Union League Limited humbly suggests to the Commission that 
it recommends to the Government that credit unions, and 
their Leagues continue as they are at present, not sub ject 


to income tax. 
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ONTARIO CREDIT UNION LEAGUE LIMITED 
a TED 


2 APPENDIX "A" 
3| BE IT ENACTED as a by-law of Ontario Credit Union League 
4| Limitec that the general by-laws enacted on the 29th day 


| of July, 1942, as amended from time to time, be and the 


wn 


6| Same are hereby repealed and the following substituted 


\| 


7, therefor: 
8 ARTICLE I 
| 
g| 1- The registered office and chief place of busi- 


10] ness of the League shall be located in the Township of 


11, North York in the County of York, and Province of Ontario. 


12/ ARTICLE ITI 
13/ iTEMBER SHIP 
14/1- Membership in the League shall be limited to 


1! 
it 


15 | Credit Unions duly incorporated under the laws of the 
16||Province of Ontario. 

17 |} 2= Application for membership shall be made in 

1g |Writing upon and according to the form prescribed by the 
19 |Board of Directors and shall be forwarded with the pres- 
99 ||cribed entrance fee to the Secretary and presented by him 
ot a regular or special meeting of such Board for its 
9) approval. 

23 ||3- If the Board of Directors gives its approval to 
a4\the application of any Credit Union for membership in the 


95 (League, such Credit Union shall thereupon become a member. 


26 [- Every member Credit Union which fails, without 
97 being excused by the Board of Directors, to pay the annual 
ag pues assessed, as hereinafter provided, within six months 


29 piter the due date, may be expelled by the Board of Direc- 


30 jbors until a satisfactory arrangement for payment of such 


| 
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TORONTO, ONTARIO 2 


ANGUS, STONEHOUSE & CO LTD. 
i 


1| arrears has been made. 


2 ARTICLE IIT 
3 MEETING OF MEMBERS 
“a1 1. The annual meeting of the League shall be held 


5| at such time and place before the 3lst day of March in 

6] each year as the Board of Directors or the preceding 

7) annual meeting may, by resolution, determine. 

gi 2. Notice of the annual meeting of the League shall 
g| be given by mailing the same by prepaid first class post 
10; at least 30 days prior to the date of the meeting to each 
11 Member of the League at its address as shown on the record 


12|0f members, and to the auditor. 


13] 3. When the notice is received generally by the 


14|)members of the League, the accidental omission to sive 


15|)mnotice to any member thereof or the non-receipt of the 
16|)notice by any member thereof shall not invalidate any 
17||resolution passed or any proceedings taken at such meeting. 
18/4. Each member shall be entitled to appoint one 


19||\voting delegate who is a member of a Credit Union which is 


20a member of the League, to attend any meeting of the League! 


21)}and vote on behalf of the Credit Union. It may also 


22/}appoint an alternate delegate who is a member of a Credit 


23||\Union which is a member of the League to act in the absence 


240f the delegate. Such delegate and alternate Gelegate may 


25 be appointed or elected by each member Credit Union as its 
26 by-laws or resolutions may determine and the secretary of 
27 |the Credit Union shall certify to the secretary of the 

28 (League, at least 15 days before the date set for the 

29 annual meeting, the names and addresses of the delegate 


30 jand alternate delegate chosen. 
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ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO A 


At annual and special meetings of the League 
representatives of 50 members shall constitute a quorum 
and if no quorum is present the presiding officer of the 


meeting shall adjourn the meeting to a date not less than 


| Seven or more than fifteen days thereafter and the deci- 
| Sion of the adjourned meeting shall be binding upon the 


| League regardless of the number of members represented, 


provided that notice of the adjourned meeting shall be 


| given by the secretary in the manner herein provided at 


| least five days previous to the date of the adjourned 
aabees, 

ae A special meeting of the League may be called 
by a two-thirds vote of the Board of Directors, or the 
|president shall, upon the written request of not less 

than twenty percent of the members, call a special meeting 
of the League. 

Re Notice of any such special general meeting shall 
be mailed by prepaid first class post to each member at 
jies address as shown on the record of members, and to the 
auditor, at least 15 days before the date of the meeting 
lana shall state the purpose of the meeting. -At a special 
meeting of the League only the business stated in the 


notice calling such meeting may be transacted. 


on No delegate, and, except as herein provided, no 


Tee Shall vote by proxy at any meeting of members, 
Each delegate shall be entitled to one vote only 
egardless of the number of Credit Unions he represents, 


ee Elections shall be by ballot. Any ballot which 


29 contains the names of more or less than the number required 


30 ito be elected shall be void. In all other respects 


ote i Me 
a ies 
an om gy 


r ; pk nat os bith : ‘be 
th mi - ; suai ie “bf ih ' at re iy - a 
Peel | mins me te Ne 


4 ieee ‘ ih 7 : ad | 
A ; pr w'} ; a. Wn ved rf a] V el 4h . 3 Ai 
wh iy 1 ise Wie ims Ween av recon ha SM ARTO) Mei 


a Putt 


ha a 0 i f eh Pi 
le “sine coals Iho oe gotten ‘nin atrio wa | | ay 


nba nts te wore tanod ors tte wei? a mbes a 


a 
ee 
rye an lint: 
* wi . 
point ar eines pee # we gatdones ieee, ant od me 


‘t 
bd aoeet: ene ov is ents of ears men’ em gle ten invest ere > i) 


1A if es 

a. BiG iaybebas yen Retmanpe a calonerhy wT Rane ay NN ert, Vy 

rm ) iy : F 
Oirhit! oot oh a ek ae HEAnMeY MP RBRAMAMOD MF ut os i it 

mpl th edn | pe DT Quel +a. ee9 cen + hie tate biol, is st 
mere, Leases i a a rst hes 

| . 

3 


: wy s9694 ont sf onan GS eetdonetue Ge Peelan, {43 ao PS 


if ! 
4 ‘ : 4 >t " ye “" pens Knee oe 2 tout , isi 
. ne ot SF evs wba cist) TO LES fii 03 2.8 at 
: ‘ 
. . ‘ ot Pay 

ue 7 BPH A) of de 

es , 7 4 

' if 
; “have ers hi 5 oye ay hrc 4. a Hak, 
wearin 49 oitbalon?l , 2a oepaes Biches as 

j 

: 

+ 'h ¢ 
SHPROO RT Wy TH iB? 

| 
; ie: . 
: sf 

} ” ‘+ fa i ri " 
f S &, “ry ; mes 4 bit i fi ra l> ‘ ear t i 
! ~ Tt ioe | y] , 
meme Saree aime? Doe pene ee Beneeann sae iy 

) ’ 

rf ‘ 


Jeaetor2le To. DARE wit. 2 ‘TEU! (Ry ‘er 


SaEtordeame, ett, on, meq A®) ae 


2 

~~ 
a 
4 


by le" 
Utes). eupeel thd Yo Fuego | 


¢ / \ 
or (eh td Fo her Sue Fae 


= 


*? 
Fa) 


tenhoe (41) 


yee Ptbetd Yo etcdodsls Io. Pipoek tte 


= & 


aoede trae b Ynh “i fim ,Poldertoooekh Lane ls ty 


ey yr | tee PCE 


py acti ie rand Va bederhoses 


_ : 7 if 4 Pa hd \“ ny 
fl his . | | Saath Sle ae 
: i” Lae gle if ¥ y a 1 aT 
ss 1 i 4 re i a ; my pe hr aS h \ a he Cs ay | , 
a mar 


dee. roy 7) hM Nac ee 
Kee he A baa \ es See it.* Ne AS 


Hy Keak UF, 


iy 
< 
ANGUS, STONEHOUSE & CO. LTD. 
y TORONTO. ONTARIO 4 
| 
| 


—— 
“enat 


1] ¢lections shall be conducted according to rules from time 
2) to time adopted by the annual meeting. 


oe ea The Board of Directors or the annual meeting may 


5) require resolutions to be submitted to the annual meeting 
6| tO be forwarded in writing to the League Office for 

7| Submission to the Resolutions Committee at such time 

8] prior to the annual meeting as it may require. The Board 

9); or the annual meeting may from time to time give the Reso- 
10); lutions Committee power to reword any resolutions submitted 


11/ to it, to consolidate resolutions dealing with the sane 


4| from time to time appoint a Resolutions Committee and may 
12|Subject matter, and to recommend their adoption or other- 
13) vise by the annual meeting, 

14,12. (1) Subject to subsection 2 hereof, the order of 


15|Dusiness at annual meetings of the League shall be as 


16|\follows: 


30 appointed by members, 


17 (a) Opening ceremonies, including the address 
18 of the president. 

19 (b) Roll call or registration of members, 
20 including report of Credentials Committee, 
1 if any. 

22 (c) Reading of minutes of last meeting. 

99 (d) Report of the Board of Directors. 

24 (e) Report of the Comptroller. 

25 (f) Report of the League Central. 

26 (g) Report of the Auditor. 

27 (h) Budget. 

28 (1) Report of Directors of Credit Union 

29 National Association, and of any committees 
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ANGUS, STONEHOUSE & CO, LTO. 
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1 (j) Unfinished Business. 

2 (k) Report of the Resolutions Committee. 

3 (1) New Business including elections of 

4 directors, appointment of auditor, and 

5 election of directors of Credit Geition 

6 ' National Association. 

7 (m) Adjournment. 

8 (2) Any annual meeting may vote to change the 


g| order of business. 

10) 13. At any annual meeting, by resolution on recommen- 
i hdatind of the Board of Directors, the League may fix the 
12|\basis for the calculation of dues to be paid by members, 


13) the amount thereof, and the time and manner of payment, and 


14/at any subsequent annual meeting may upon the recommenda-_ 


15) tion of the Board of Directors alter or vary any of such 
16||matters. 

17 ARTICLE IV 

18 BOARD OF DIRECTORS 

19||\1. The Board of Directors shall consist of eighteen 


20 ||persons who shall be elected by ballot from the credit 

21 || union membership within the League. The members of the 
92\\existing Board of Directors shall hold office for the terms 
93\|\for which they have been elected. 

24 |e. At every annual meeting of the League an election 


25|\shall be held from the credit union membership within the 


26 ||League to fill the place of members of the said Board whose 
27\\term of office has expired and the members so elected shall 
28 |hold office for three years, or until their successors in 
29|office are elected. 


30 1/3. Whenever any vacancy occurs on the Board of 
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ee The Board of Directors shall have full power 2nd 


Imade or passed. 


y|the Board of Directors may appoint another person from the 
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| 
| 
| 
Directors the remaining members thereof may, but need not, | 


a@ member to the said Board to hold office until the next 


annual meeting. 


| 
| 
appoint from the credit unton membership within the aig 
| 


4. Regular meetings of the Board of Directors shall 
be held immediately prior to and following the ammual censral 


meeting and at two other times aduring the year preferably | 


in the months of January and August; provided other meetincts 


may be called by the President or Secretary and shall be 


called upon the petition im writing of three members there or. 


; 
The secretary shall send written notice of each meetins of | 
the Board of Directors to each director at least seven da73, 

} 
before the meeting, which motice shall contain the place 


I . 
{ 


date and time of the meeting 


aD, * 


authority to manage the affairs of the League and they mary 
exercise all such powers amd do all such acts and things 25 


may be exercised or done by the League and are not by the 


by-laws of the League or by statute or by resolution of the! 


jmembers in general meeting expressly directed or require 


| 
| 
to be done by the League at gemeral meetings of the members + 


but no resolution made or passed by the League in genera 


meeting shall invalidate any prior act of the directors 


a 
1 


if 
i 
if 
| 
i 
| 
i 


which would have been valid if such resolution had not been} 


} 
} 
‘ 
' 


6. During the absence or disability of any officer, 


| 
| 
' 
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credit union membership within the League to act temporaril 
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ARTICLE V 
OFFICERS AND THEIR DUTIES 
is The Board of Directors shall at its first meeting 
after every annual meeting elect from among themselves a 
President, a Vice-President and a Comptroller who shall 
hold office for one year or until their successors are 
elected. They shall appoint from time to time as may from 


time to time be considered necessary for the efficient 


planagemerrt of the League. The general manager shall not 


be a member of the Board of Directors but he shall be a 
member of a credit union which is a member of the League. 
ae It shall be the duty of the President to preside 
at meetings of the members of the League and meetings of 
the Board of Directors and he shall perform such other 
duties as are necessary to the proper conduct of his office 
as President. He shall be ex officio a member of all 
standing and special committees. 
ce It shall be the duty of the Vice-President to 
perform the duties of the President in the absence or dis- 
ability of the President. 
4, It shall be the duty of the Comptroller to prepar 
a budget for submission to each annual meeting showing 
estimated receipts and expenditures for the ensuing year; 
and to supervise the collection and expenditure of all 
eague monies. 
ae The General Manager shall perform all the duties 
ordinarily performed by a secretary-treasurer and shall be 
secretary of all standing and special committees and more 
articularly it shall be his duty to: 


(a) Attend all meetings of the Board of Directors 
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tf and Executive Committee. 

2 (b) Keep a correct record of all meetings of 
¥ members of the League and Board of Directors. 
4 (c) Give notice of all meetings of members 

5 in the manner prescribed by these by-laws. 

6 (d) Have charge of the League office as 

q executive officer. 

8 (e) Have the custody of the cash, the securi- 
9 ties, books and accounts and other valuable 

10 papers of the League; and such books and 

11 accounts shall be open at all times to the 

12 Board of Directors and the auditor or auditors 
13 employed annually by the League. 

14 (f) Prepare a balance sheet showing the 

15 condition of the League within seven days 

16 after the close of each quarter, which state- 
17 ment shall be posted in a conspicuous place 

18 in the office of the League where it shall 

19 remain until replaced by the statement of the 
20 succeeding quarter. 

21 (g) Deposit all funds in his possession within 
22 48 hours after receiving the same in the bank 
23 prescribed by the Board of Directors; and 

24 | (nh) Perform such other duties as the Board 

25 of Directors may designate. 

26 |. The General Manager and other employees deter- 


27 mined by the Board of Directors, shall be bonded in such 
28 amount and in such company as the Board of Directors may 
29 \determine. 


30 |7 . The President, Vice-President, Comptroller, and 
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at least two other directors as may be appointed by resolu 
tion of the Board of Directors, shall constitute an Execu- 
tive Committee with the power to carry on the general busi 


ness of the League between meetings of the Board of Direc- 


tors. 


8, A majority shall constitute a quorum at any 
meeting of the Executive Committee, 

ARTICLE VI 

AUDITOR 


Z The members of the League at each annual meeting 


shall appoint an auditor or auditors in lieu of a Super- 


visory Committee, 


im. The auditor or auditors so appointed shall hold 


,office until the next annual meeting, and if an appointment 


jis not then made the auditor or auditors in office shall 


continue in office until a successor is appointed. 

a The remuneration of the auditor or auditors 

shall be fixed by the Directors, 

4, The auditor or auditors shall perform all the 
duties of the Supervisory Committee set forth in subsection 
7 and 19 of section 32 of the Credit Unions Act. 

S. The auditor or auditors shall be given notice of 
any annual or special general meeting of the members in the 
same manner in which members of the League are givenmtice 
and shall have the right to attend any annual meeting of 
the members or any special meeting of the members at which 
any financial statement of the League is to be discussed, 
for the purpose of explaining the statement or any part 
thereof. 


a. The remaining duties and powers of the Supervisor 
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Committee shall be performed by the Board of Diréctors, 
ye It shall not be necessary to elect a Supervisory 
Committee as required by subsection 1 of section 32 of the 
Credit Unions Act. 
ARTICLE VII 
LEAGUE CENTRAL 
1; The League shall continue to operate the Depart- 


ment formerly called the Central Credit Department which 


Shall hereafter be known as the League Central for the 


purpose of receiving money from its member Credit Unions 
either as payment on shares or as deposits, and making 
loans to Credit Unions which are members of the League. 

The operations of the League Central so far as possible 
shall be kept separate and distinct from the other opera- 
tions of the League, and all payments on account of shares 
and all deposits shall be kept in a bank account separate 
and distinct from other monies of the League. At each 
regular meeting of the League and of the Board of Directors 
the General Manager shall submit a written report of the 
operations of the League Central, including a Balance 

Sheet and a Profit and Loss Statement for the preceding 
period. 

2, The Board of Directors shall appoint from time to 


time one or more employees of the League, who shall be 


lknowm as credit officers to perform all the duties of the 


Credit Committee set forth in theCredit Unions Act. It 
Shall not be necessary to elect a Credit Committee as 
required by subsection 1, of section 31 of the Credit 
Unions Act. 


Ds The value of each share of the League shall be 
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$10.00 and Payments for shares shall be mede when 
subscribed for, 

4, Money paid in as payment for shares may be with- 
drayvm at any time, provided thata member may be required 


to give 60 days notice of its intention to withdraw any 


monies paid in on shares. 
ae A member Credit Union may deposit money with the 
League in sums of not less than $10.00 at any one time. 


6. Deposits may be withdrawn by a member Credit 


|Union at any time, provided that a member Credit Union may 


ibe required to give 30 days' notice of its intention to 


withdraw any such monies, 

ts Interest may be paid on deposits as determined 
by a resolution of the Board of Directors. 

oe Applications for loans shall be made in writing 
upon and according to the form prescribed by the Board of 
Directors. 

9. No loan shall be made unless application therefor 


has been approved by a credit officer. The application 


and the approval or other report thereon shall be filed as 


a permanent record of the League. 
iieF The rate of interest on loans shall be fixed 
from time to time by the Board of Directors, provided that 
such rate, including all charges and penalties, shall not 
exceed one per centum per month. 
koks A member Credit Union may repay its loan or any 
art thereof at any time before the due date. 

ARTICLE VIII 

CHAPTERS 


The Board of Dlrectors may, as the need develops, 
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1 Organize local chapters of the League for the purpose of 


promoting cooperation among credit unions within the 


2 


chapter districts, organizing new credit unions, and pro- 


> 


moting League membership. 


oR a WAS 


a Each chapter shall be composed of the members 


of the League in the district, and the limits of the 
i 


The Board of Directors may, out of League funds 


: | 
district shall be determined by the Board of Directors. 
4 
assist in the financing of chapter activities upon what- 
ever basis the Board deems advisable, but no chapter shali. 
without the express written authority of the Board of | 
Directotr, have authority to incur any liability on the | 
ipart of the League. | 


ARTICLE IX 


EXPULSION AND WITHDRAWAL 


is 


Except as provided in Article II, Section 4, the 


League may, upon the recommendation of the Board of | 


1 
t 


Directors, at any annual or special meeting called for | 
such purpose, expel any member thereof, provided such | 
member shall be given notice of the intended expulsion and | 
an opportunity of appearing before the meeting for a 
hearing. 
eae Subject to the Act and the By-Laws of the League 
any member thereof may, upon application to the Board of 
2m The withdrawal or expulsion of any member of the 
League shall not relieve such member of his liabilities, 


if any, 


| 
Directors withdraw from the League. | 
to the League. 


Lh, The amount of money paid in on shares or deposits | 


y any member which has withdrawn or has been expelled fron 
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1| the League shall, after deducting the amounts, if any, due 
2) by such member to the League, be paid to such member in the 
3) order of withdrawals and expulsions, provided such payment 


4| Shall not be made until funds are available. 


3 ~ ARTICLE ¥ 
6 VOLUNTARY DISSOLUTION 
il. The League may by resolution of three-fourths of 


g its members dissolve. 


9 | ARTICLE XI 
10, GENERAL 
11/1. The fiscal year of the League shall end on the 


12|,31ist day of December in each year. 

13\\2. The seal, an impression whereof is stamped on the 
14margin hereof, shall be the seal of the League. 

1513. Contracts, documents, or any instruments in 
16))writing which are required to be under seal shall be signed 
17|\by the President or Vice-President and the Secretary or 
18)|Such other persons as the Board of Directors may by resolu- 
19\\tion prescribe, together with an impression of the seal of 
20 |the League. 

21 (4. When the term of office of any elected officer of 


22||\the League expires, such officer shall be eligible to be 


23\;\elected to the same office or to any other office in the 
24 ||League. 

“ 2555. The Board of Directors may by resolution for the 
26 ||Durpose of carrying out the objects of the League provide 
27||for the holding, purchasing or leasing in its own name of 
28 land and for the sale, exchange or leasing thereof. 


29 16. The Board of Directors may by resolution authoriz 


30 |the payment of any necessary travelling expenses and other 
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2) of the League and may authorize the payment of salaries 

3| and such other expenses as they deem necessary. 

4i 7. Funds of the League which are not required for 
5| the purpose of the League may be invested in such invest- 


6| ments as the Board of Directors may determine. 


78. Whenever in these by-laws reference is made to 

gi the "Act" it shall mean the Credit Unions Act, 1960, and 

g amendments thereto, and ‘the first meeting” shall mean the 
10| first meeting convened pursuant to the Memorandum of 


11) Association or the Regulations. 


12 ARTICLE XII 
13 AMENDMENT OF BY-LAWS 
14] 1. The Directors of the League may from time to time 


15|pass by-laws not contrary to the Certificate >7¢ Incorpora- 
16tion or the Act, and from time to time amend or repeal the 
17||\Same, but no such by-law, repeal, or amendment thereof 

1g|)Shall take effect until confirmed or approved by a vote of 


19|two-thirds of the members represented at a meeting of members 


20||\called for the purpose of considering the sare, nor until at 


2ijhas been approved by the Suoervisor of Credit Unions as 


a2\|required by the Act. 


23 ARTICLE XIII 
24 EFFECTIVE DATE, 
25 1. These by-laws shall become effective upon 


26 approval by the Supervisor of Credit Unions, and approval 
27 by the members of the League at a meeting called for the 


urpose of considering the same. 
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| 


ENACTED this 7th day of January, 1961] 
| 


i 


D.R. BELL J.M, HALLINAN 
President Secretary 
(Corporate Seal) 

CERTIFIED to be a true copy of a by-law passed by the 
directors of Ontario Credit Union League Limited on the 
7th day of January, 1961, and confirmed by two-thirds of 
the members represented at the annual meeting of Ontario 
Credit Union League Limited on the third day of March, 1961 
which meeting was called for the purpose, among others, of 


aporoving the said by-law. 


D.R, BELL J.M, HALLINAN 
President Secretary 
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BY-LAWS 


BE Ee ENACTED BSE 45 0% 4 eda viedely,« ex's dee ahw cen tee ae 
PE OS ISG ® ORONO Ne No reLereieie!:9\ 6) © 63/6614 9+) @ 6 0) 4) |e 2:86 2) g eheteee OneOnet Union 
Limited, as by-laws thereof as follows:- 


ARTICLE 1 
REGISTERED OFFICE 


cm The registered office of the credit union shall 
be situated MiNi... 06s. ail en Lae ae bene the County 


Of . navies peg renenked at . the Peovdnbe of Ontario. 


ARTICLE II 

MEMBERSHIP 
Ls Membership in the credit union Shall be limited 
to 
2. Application for membership shall be made in 


writing and shall be presented to a meeting of the Board 
of Directors for its approval. 

ae TheBoard of Directors may give its approval to 
the application of any person qualified for membership in 


the credit union and a person whose application has been 


fied by payins the entrance FORE ss ds ce ot ceo eee an 
has subscribed for one or more shares of the credit union 
and has paid at least the first instalment thereon, 

4, Subject to the provisions of section 25 of the 


Act a person under the aze of twenty-one years may be 
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admitted as a member of the credit union in the same 
manner aS persons over the age of twenty-one years may 

be admitted. 

er Notwithstanding the provisions of Section l of 
Article X1 every member of the Credit Union who ceases to 
have the qualifications for membership in the credit 

union set out in Section 1 of Article 11 shall withdraw 
from the credit union if requested by the Board of 
Directors. and if he fails to do so he may be expelled by 
the Board of Directors, 

6. Notwithstanding the provisions of Section 1 of 
Article X1 where a person has been admitted as a member 
and has paid the entrance fee but has failed to pay 

full for at least one share and for six months has failed 
to pay any instalment thereon, he may at the discretion of 
the Board of Directors and after notice in writing by vost 
or otherwise be struck off the list of members of the cred + 
union and any moneys paid to the eredit union as part | 
payment for a share or shares plus any money receive ra | 
deposit shall be returned to such member, <a 


ARTICLE 111 
CAPITAL AND LIABILITY 


ri The value of each share of the credit union shal 
be $5.00. 

Ze Payment for shares shall be made when subscribed 
Por. OM Dm syste imente Ol... ke oe kd osu eae -on each share 
subscribed. 

ce Money paid in as payment for shares or instalment 


of shares may be withdrawn on any day when vayment for 


Shares is received provided that the Board of Directors may 
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require a member at any time to give sixty days' notice 
of his intention to withdraw any moneys paid in as payment 
for any share or shares. 


ARTICLE 1V 
DEPOSITS 


is A member may deposit money with the credit union 
in sums Of not Tess than ..ccscscccsvacscs sat ay One time 
during the times prescribed by the Board of Directors for 
making -deposits,. 

eds Deposits may be withdrawn by a member on any 

day on which the office of the credit union is open for 
business provided that the Board of Directors may at any 
time require such member to give thirty days' notice of 
his intention to make any withdrawal. 

i? Interest may be paid on deposits which have been 
on deposit more than one month preceding the interest day 
and on the accumulated interest either monthly, quarterly, 
half-yearly and the interest period and the days of payment 
thereof shall be determined by the Board of Directors. 


ARTICLE V 
LOANS 
1 Application for loans shall be made in writing 


~— es 


upon and according to a form which shall be prescribed by 


mb 


the Credit Committee and approved by the Board of 


2 The loan application and the approval or other 
report thereon shall be filed as a permanent record of the 
eredit union. 

ora (a) The total amount on loan to any member at any 
Pcs shall not exceed $200.00 unless security 


therefor has been given. 
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1 (b) The total amount on loan to any member at 

2 any time shail not exceed $1,000.00 in excess 

3 of the member's savings, or 5% of the credit 

4 union's capital, deposits and surplus in excess 

5 of the member's savings, whichever is the 

6 | greater. 

7 (c) No loan shall be for more than $3,000.00 

8 in excess of the member's Savings unless secured 

9 by a first mortgage of real estate and in no 

10 case shail the total amount on loan to any membe 

11 at any time exceed $10,000.00. 

12 (d) Within the meaning of this section a pee 

13 mortgage, an assignment of wages or of other | 

14 moneys receivable, an assignment of shares of 

15 the credit union, or the endorsement of a 

16 promissory note may be deemed security, provided’ 

17 that the filing of an executed assignment of | 

18 wages with an employer shall be at the discretion 

i 

19 of the Board of Directors. : 
i 

20) 4. The rate of interest on loans shall be fixed 

21 from time to time by the Board of Directors, | 

a9 provided that such rate including all charges | 

23 and penalties shall not exceed one per centum . 

24 per month. | 

95|| 5. A borrower may repay his loan or any part thereo 

26 on any day the office of the credit union is 

27 open for business. 

28 

29 
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ARTICLE VI 


MEETINGS OF MEMBERS 


as The annual meeting of the credit union shall be 
held within months after the end of the fiscal 
PES iE Ce es es ys babe ne aad WEE ho ow Ras: Mid pae We oh ale ca o e e 
AR TERE CORN WE 3.5 oe, ey die eee am one at such date, 


place and time as the Board of Directors may, by 
resolution, determine. 

ae | Notice of the annual meeting and of every specia 
meeting of the credit union shall be given by the Secretar 
who shall at least seven days prior to the date of every 
Such meeting post a notice of the meeting in the registere 
office of the credit union and mail a notice thereof to 
each member of the credit union at the address of such 
member in the registered list of members and it shall not 
be necessary to register such notice or to advertise the 
Same in any newspaper. 

In lieu of mailing such notice it may be personally 
delivered to the member. 

3. When notice is received generally by the members 
of the credit union the accidental omission to give notice 
to any member thereof or the non-receipt of the notice by 
any member thereof shall not invalidate any resolution 
passed or any proceedings taken at each meeting. 

4, No member shallhave more than one vote at any 
meeting of the credit union regardless of the number of 
accounts in his name and voting by proxy shall be allowed 
only when shares are held by an agricultural association, 


municipal body, a school board or other. corporation, 
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ee At the annual and special MOGULS on o5ekSiw vs cd oe 
members shall constitute a quorum and if no quorum is 
present the presiding officer of the meeting shall 
adjourn the meeting to a date not less than seven or more 
than fifteen days thereafter and the decision of the 
adjourned meeting shall be binding upon the credit union 
regardless of thenumber of members present provided that 
notice of the adjourned meeting shall be given by the 
secretary in the manner herein provided at least five days 
previous to the date of the adjourned meeting. 

6. A special meeting of the credit union may be 
called by the Board of Directors or by the Supervisory 
Committee and the Board of Directors shall upon the 


written request of one-tenth of the members and if the 


eredit union has more than one thousand members upon the 


written request of one hundred or more members call a 
Special meeting of the credit union. 

Ts At a special meeting of the credit union only 
the business stated in the notice calling such meeting may 
be transacted. 

8. (1) The Board of Directors may appoint a 
nominating committee of three members who shall nominate 
one member for each vacancy for which an election is to be 
held. 

(2) When a nominating committee has been so 
appointed the Chairman at the annual meeting shall place 
the names of the persons nominated for the vacancies 
before the meeting and shall then call for other nominations 


for each vacancy. 
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9. The order of business of meetings of the credit 
union shall be as follows: 

(a) Roll call or registration of members; 

(b) Reading of the minutes of last meeting; 

(c) Report of the Board of Directors; 

(d) Report of the Treasurer; 

(e) Report of the Credit Committee; 

(f) Report of the Supervisory Committee; 

(g) Unfinished business; 

(h) New business, including elections; 

(1) Adjournment. 
id, Elections shall be by ballot. Any ballot which 
contains votes for more or less than the number required 


to be elected shall be void. 


ARTICLE VII 
BOARD OF DIRECTORS 
i; The Board of Directors shall consist of ........ 
members elected by ballot. The members of the existing 
Board of Directors shall hold office for the terms for 
which they have been elected. 
2 At every annual meeting of the credit union afte 


the first election of the Board of Directors an election 


shall be held to fill the place of members of the said 
Board whose term of office has expired and the members so 
elected shall hold office for .............. years, or 


until their successors in office are elected or appointed. 


aun Regular meetings of the Board of Directors shall 
Tae, GAG: Dik Cases ih neve ee eg (monthly preferred) 
provided other meetings may be called by the Fyresiscat or 


upon the petition of three members thereof. 
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shall manage the affairs of the credit union and it shall 


4, Subject to these by-laws the Board of ot 


be more particularly their duty to: 


(a) 


(b) 


(c) 


(a) 


(e) 


(f) 
(g) 


act upon all applications for membership a 
the expulsion and withdrawal of members. 
fix the amount of the bond which shall be 
required of any officer having the custody 
of funds. 

determine, from time to time, interest rate 
and fix the maximum number of shares which 
may be held by and the maximum amount which 
may be deposited by any member of the 
credit union. 

recommend to the annual meeting the payment 
of dividends and when deemed advisable to 
recommend the partial refunding of moneys 
received as interest on loans. 

have charge of investments other than loans 
to members, 


recommend amendments to the by-laws. 


designate the bank, Province of Ontario 
Savings Office, or Trust Company licensed t 
carry on business in Ontario in which the 
funds of the credit union shall be deposite 
and designate the person or persons who may 
Sign and countersign cheques on behalf of th 


eredit union. 


aM Si 
eas 


uN a 
tae! yj ie 
et rt 


ety whe Sathidmeaorn acoda | 
gi? eee aaianiesid 

" ‘ry te 

Jie Lets i 14 


ohanensarien ‘aie ‘a ceo (+i) 


SL Mi Pali ye at 


’ r 


4 


m ae | 
ec ik ie nah ‘eset egin, stan, ‘hey, eth, set 


‘ inca 


Bae ad so dows’ ‘to -Dneekt ett to motoersons6 


Hs 
De 
4 
b. why 4 fii 
° q 
‘ ‘ “ + vy , An ; 4 
Ne ath senate 4 Yo motddel ings Ynt nog gar 12; 
y ; 
| | ; , sina shh dae ban eee re'* ‘ ie 3 P \ 
; ae nana so teesg “ne kh toematiogtang Sa | TT) 
. a 
ite ae 
o . 
! - 4 a : ee 
enol Jue y ee hate AE ; bitte 4 Pe Bt i | nl ne : alg it 
i ' 
j 
4 ~» ‘ 7 cf oy > Ween» t sete Ot 
nolny Sihbeto oft to Jewtese ot YCaR wpe ib ; 
i] } 4 ' 
. ‘ ra? ra Ps BY) 
Tao" a a 3 teen? , OAS TAY 4 : : 7 
at sen Latas i as ; fl } 
il  wetuger edi. 20d eit AagM feeel anc berry if | 
; t 
; . ~~ nid = ett 4 - seh 3 - 
q rey 40 (fap » m7 Tote he Ae . y awe e ae ho ha | é i om | 
2 i} 
smh ¢ + oo m ' iol scp ety & ts +} ff 
j ¢ 
; Ae Tap vi 
- { rep ” ty te 5 ‘ oP pete ptt a a hs a 
} VAG 10 VELASCO RRLE Ae Oe & fs 1) a C3} 
ea , , 
bald: | icc tes all nn Pes 
paint bag is Sie NNT REST OD TR PG) ORG. |) Sta BEA RAN PT 
Ds He 1 
| : ot : 5 at 2 > wee. nO fe 
: 
| 
-| Y BIODTAS es 
ene 
5 SPOON MRT CHA BROT AN . 
‘f 
‘ , \y 
. geet tien? I5 (fads eeqtoenld to Senet eat ba sae 
4 ast + > “3 Ps : te ic 
4 | ' 4 
. « ea ia? ’ a} . ob ths e* ‘ * ove 4 F ae hy doy ei 
Ya: bas nofty. 7) i410 5 in to oa ; oi tee .3 
. ad | on 5 4 “ + a ‘ s » 4 * 
oO ; 4 ; Sean Lavi rs x si ae | pa 2 hh o ie i 4 4 
| - 
| ! 
_ P . P » hig « + *) Orr foe 
-@ beg on Sines @ qed WO Seay MOTs CBee EM oy LATED | ae 
| ; 4 
oo weatderwt «a atedooge filets bam sineeteowteool’ Fay 
en yr + | 
, met ae , > eee bh Fae est ** tii y a hen _ 
7 oT g ort fio eet Gag fat \e « fy 4 ae eg oa 5 be “ yo mi he 4 ) 
Hy \ ’ 
r at " ” ” @arf | *tie 2s -. " in 
‘ +» » » r ree a ¥ h* +4 say > 
wieolTIS Mee S in « ; hte 
' ' 
Fi A ge . PP meats 
ao bedoels wus gioanesode atety Clam spdite Boi? 1 Aen D gy 
4a 
i fydiw 4 f > pall st ‘ Cement € ' 
te 80084 1 ee vert? Behivedwd #5. van t mi Bl TEE PVE 
; Nab | | 
1 . r] ‘ aq , , ma a 
. Ail “ + ‘ - age r meia e cies ‘at ee. Eos » 
apeyveg Pty ent 4a pie Bel ad tH ‘ we = Ge aq '? a 2 ¥ i¢ A k ‘ ene or 
faa der | 
; ieouah ated 
ay Bsa 
Md : ‘ i 
r , | y 
i ; } 
6 a 
} ? \ i Z ‘ 
: 2 
I } Wt! al, 
‘i Bu 


ANGUS. STONEHOUSE & CO, LTD. 


TORONTO, ONTARIO 9 
1 (nh) employ, fix the compensation and prescribe 
2 the duties of such employees as may, in the 
3 discretion of the Board of Directors, be 
4 necessary. 
5| (1) act upon any application of a member for 
6 the postponement of any payment or payments on 
7| a loan. 
8 (Jj) perform all duties and take all precautions 
9 necessary for the interest of the credit union 
10 | not within the jurisdiction of the general meeting 
11 and not inconsistent with the Act, the regula- 
12 tions and these by-laws and perform such other 
13 duties as the members may from time to time 
14 designate. 
15 e During the absence or disability of any 
16|| Officer,the Board of Directors may appoint another onus 


17|| Of the credit union to act temporarily in his stead. 


18 
ARTICLE VIII 
19 
OFFICERS AND THEIR DUTIES 
20 
21 i The Board of Directors shall.at their first 


22|| meeting after the first meeting of the credit union and at 
23 their first meeting after every annual meeting of the 


24| credit union elect from their own number a President and a 


25 || Vice-President and shall appoint a Secretary and a 


26|| Treasurer of the credit union who may but need not be 


27||members of the Board of Directors and all such officers 
28 | Shall hold office until their successors are elected or 
29|| appointed as the case may be provided that the offices of 


30 || Secretary and Treasurer may be held by the same person. 
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Ze It shall be the duty of the President to 
preside at meetings of the members of the credit union 
and meetings of the Board of Directors and he shall 
perform such other duties as are necessary to the proper 
conduct of his office as President. 

3. It shall be the duty of the Vice-President 
to perform the duties of the President in the absence or 
disability of the President and such other duties as the 
Directors may designate. 

4. It shall be the duty of the Secretary to 
have custody of the books of record of the credit union, 
including the charter, the seal, minutes, bonding 
REA ete., to keep a correct record of all meetings 
of members of the credit union and of the Board of 
Directors and he shall give notice of all meetings of 
members in the manner prescribed by these by-laws and | 
shall perform such other duties as the Board of Directors 
may designate. 

Si It shall be the duty of the Treasurer to: 

(a) be the General Manager of the credit 
union unless the Board of Directors has by 


resolution appointed another person to be 


I a a it es a a he, 


the Manager, inwhich case the Treasurer sha 
carry out such duties as the Board of 
Directors shall prescribe; 

(b) have the custody of the cash, the secur 
ties, books and accounts of the credit 
union; which books and accounts shall at al 
times be open to the inspection of the Boar 


of Directors and Supervisory Committee; 
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TORONTO, ONTARIO i0 
1 (c) prepare a financial statement showing 
3 the condition of the credit union within 
3 fifteen days after the close of each SEs 
4 which statement shall be posted in a conspi 
5| . cuous place in the office of the credit 
6| union where it shall remain until replaced 
7 by the statement of the succeeding month;an 
8 (ad) deposit all funds received within forty 
9 eight hours after receiving the same exclu- 
‘ol Sive of Saturdays, Sundays and Bank Holiday 
11 | ; in the depositories prescribed by the Board 
12 of Directors and all payments or withdrawal 
13 of money shall be made in the manner pres- 
14 cribed by the Board of Directors. 
15 6. The Board of Directors may by resolution se 
16 up a fund not exceeding $100.00 and authorige 
17 the Treasurer to keep such amount in cash 
18 for such purposes as may be designated in 
19 the resolution. 
20 
ARTICLE IX 
21 
CREDIT COMMITTEE 

22 
23 1. The Credit Committee shall consist of ...... 
CS er eee members elected by ballot. The members of the 

' 95/ existing Credit Committee shall hold office for the terms 
26 || for which they have been elected. 
27 es At :very annual meeting of the credit union 
2g after the first election of the Credit Committee an elec- 


29 tion shall be held to fill the place of members of the said 


30 || Committee whose term of office has expired and the members 
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2| or until their successors in office are elected or 
3] appointed. 
4 a The Credit Committee shall from among 


5| themselves elect a Chairman of such Committee. 


Fe ONES Pes Te. Sana Conk sao 6 BP re and other meeting 


| 
| 
é 4. Regular meetings of the Credit Committee 
8| may be called by the Chairman of such Committee or upon 


9| the petition of two members thereof. 


10 he No approval of a loan shall be given by the 
11| Credit Committee unless a meeting of such Committee | 


12] umanimously consents to such approval. 


13 
ARTICLE X | 
14 | 
SUPERVISORY COMMITTEE 
15 
16 lis The Supervisory Committee shall consist of 


17|| three members elected by ballot. The members of the 

18|| existing Supervisory Committee shall hold office for the 
19|| terms for which they have been elected. | 
20 as At every annual meeting of the credit union 


21) after the first election of the Supervisory Committee, an 


22|| election shall be held to fill the place of members of the 
said Committee whose termmof office has expired and the | 
| members so elected shall hold office for ........... years, 
or until their successors in office are elected, or 
appointed. 

ae The Supervisory Committee shall from among 
| themselves elect a Chairman of such Committee. 
i Regular meetings of the Supervisory Committee 
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may be called by the Chairman of such Committee or upon 


the petition of two members thereof. 


ARTICLE XI 


EXPULSION AND WITHDRAWAL 


i. Except as provided in Sections 5 and 6 of 
Article 11 the credit union may upon the recommendation of 
the Board of Directors at any annual or special meeting 
called for such purpose expel any member thereof provided 
such member shall be given notice of the intended expulsio 
and an opportunity of appearing before the meeting for a 
hearing. 

Ae Subject to the Act and the by-laws of the 
credit union any member thereof may upon application to 
the Board of Directors withdraw from the credit union. 

3 The withdrawal or expulsion of any member 
of the credit union shall not relieve such member of his 
liabilities, if any, to the credit union. 

4, The amount of money paid in on shares or 
deposits by any member who has withdrawn or has been 
expelled from the credit union shall, after deducting the 
amounts, if any, due by such member tothe credit union be 
paid to such member in the order of withdrawals and 
expulsions provided such payment shall not be made until 
funds are available. 

Ss When a member withdraws all money to his 
credit as shares and deposits and has no loan balance owin 
to the credit union he shall be deemed to have withdrawn 


from membership in the credit union and his name may be 


struck off the list of members. 
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ARTICLE X11 


2 GENERAL 


oe The fiscal year of the credit union shall 


4 
expire on . BeAr Aen. AR SOC e EL. Sia ere ce ARE 
5 
2, The seal, an impression whereof is stamped 
6 
on the margin hereof shall be the seal of the credit union 


a5 Contracts, documents or any instruments 
in writing which are required to be under seal shall be 
signed by the President or Vice-President and the Secretar 
or such other persons as the Board of Directors may by 
resolution prescribe together with an impression of the 
seal of the credit union. 

4, When the day fixed for any meeting of the 
credit union, Board of Directors, Credit Committee or 
Supervisory Committee, falls upon a holiday such meeting 


shall be held on the next business day provided that any 


such meeting may, upon the giving of due notice, be held 
on a holiday. 

pe When the ‘term of office of any officer of 
the credit union expires, such officer shall be eligible t 


be elected to the same office or to any other office in 


the credit union. 
6. No payments or expenses of any kind shall 
be made unless authorized by the Board of Directors. 
ts The officers and members of the Board of 
Directors and of Committees shall hold all transactions 
of the members of the credit union in strict confidence. 
8, Whenever in these by-laws reference is made 


to "Act" it shall mean the Credit Unions Act, 1960 and the 
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ANGUS, STONEHOUSE & CO. LTO 
TORONTO, ONTARIO 15 


1| "first meeting" shall mean the first meeting convened 


2\)| pursuant to the Regulations. 


3 as On or before the first day of March in 


4] each year during the time the credit union is a member of 


5| any Federation, Regionale or League each person eighteen 


{ 


6| years of age or over who was a member on December 31st of 
7| the preceding year shall pay a yearly assessment of one 

8| dollar which amount may be deducted by the credit union 

g| from the share or deposit account of the member and shall 
10| forthwith be paid to the said Federation, Regionale or 
11| League to assist in its financing. 


12 10. All by-laws previously enacted are revoked 


13) upon the coming into force of these by-laws. 


14 
ARTICLE X111 
15 | 
AMENDMENT OF BY-LAWS 
16 


17|| The Directors of the credit union may from time to time make 
18) by-laws not contrary to the Certificate of Incorporation 

19); or The Act and from time to time amend, vary or repeal 

20|| the same provided that no such by-law, repeal, amendment 

21 OY variation thereof shall take effect until confirmed or 
‘o approved by a vote of two thirds of the members present at 


23|| 2 members' meeting duly called for the purpose of consider 


24| ing the same and has been approved by the Supervisor of 


' 25|| Credit Unions pursuant to Section 16 of The Act. 
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ANGUS, STONEHOUSE & CO. LTD. A 
TORONTO, ONTARIO Appendix 3 
eee 


1 GOVERNMENT STATISTICS 
2| Statistics prepared by the Ontario Department of Insurance, 
3, based on the reports of 1,315 credit unions in Ontario, 


4| for the year 1961, provided the following information: 


5| ASSETS 
6| cash S$ 16,320, 337 
7 Investments 26,042, 246 
8| Loans - Personal $184, 241, 882 
9, - Mortgage 34,206, 229 
‘0 - Estate 1,980,859 
11| - Other 549,252 220,078,213 
esitande & Buildings 2senl, koe 
13, Other Assets (Equipment, Prepaids etc.) 2,216,520 
14, $266,908, 455 
15, 

LIABILITIES AND MEMBERS! EQUITIES 
ig See $183, 583, 300 
a 47,283,122 
gy eee Shares and Deposits 1,345,015 
ig Ve 9,515,704 
® [other Liabilities (payables etc.) 1,159,199 
ay: en Fund - a reserve against losses 
“ on loans to members 9,032, $20 
ig ee Funds and Reserves (Educational, 
24, Building etc.) 1,261,789 


25 |Undivided Earnings (Net earning for year 


26|| Dlus balance forward from 1960) 13,728, 206 
27 $266,908, 455 
28 Wek Oma 
29 
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ANGUS, STONEHOUSE & CO. LTD. 
TORONTO. ONTARIO 


INCOME 
EXPENSE (including interest on members’ 


deposits) 


Allocation of net earnings for the year 1961 
was as follows: 

20% to Guarantee Funds as required by Section 
28 (1) of the Credit Unions Act 1961 

Returns to members in form of dividends and 
interest rebates 


Additions to other funds and reserves 


The amount of $1,065,165 (above) was used for a number of 
purposes such as: 
(1) Donations, which are not permitted to be charged as 


expense items. Section 4 (2) (c) of The Credit 


Act 1961 reads: 


812,439, 378! 


Unions 


“subject to confizrmation by its members at 


an annual or special general meetins, 


make 


donations and gifts out of its surplus income 


or any undivided earnings, other than the 


guarantee fund, for the purpose of advancing 


the interests of the credit union or of 


credit unions generally.” 


(2) Educational Funds (see para. 31). 


(3) Other Funds and Reserves (see paras, 30 & 31). 


(4) Honoraria to officers when not paid out as expenses. 


~ 


i ivieh a pr 
fi A; UST Hy!) 
fiy iy Ri 

PP Within 
14 
A j ( 
‘ tie 


HOUSLEL 


ete Su th rt ising o 


Wey tt tte L) 


” ser pe Re Eh, tote FO Cae 
‘than blah ie ab see Lake utes 
} yi ‘ia Gn On} Le eae de 

Thad a 


" 

fi 4k a + U “fe T 
4 ' yi reo cor 

n 
") 

i 
» molin we) ED Oe “ni ~~ . 
a > aie « 
a biag> 6) te al {> 
is be. Pre 
~ 
44 ? ' ss% 7 
ag ge ; 7 
| ; ‘ 
1 | ct r? ay 
neve 
- 
‘ 
LU 
ii 
’ 
‘ 


He 


He 


fino ? 


oe A: A 


rm 
5 
' 
' 
’ 
ya 
i? * » 
) Pe ry 
- 
’ x) 
ij 
é ee 
;! : 
> ch 
« é 
Ye 
4 . 
1 
n 
. 
' I 
ou 
™ i * 
v 
i ~ 
ww < 
4 J 
‘ 
, « 
wes ot 
or , ‘ 
tu 
fey 28 
4 + 
iy wo 
‘Ge 
vin ‘ 
* - a 
- 4 a 
ce bee % 
shal! Fi 
A 


1 a! 
14 > & ' 
} ‘ 
4 4 
4 , 
ke e 
‘} «> 
H 
Ren 
Way) 
iL Aw? 
Thay Lt 
iu 1a 
i a 
| be -. 
a ‘ ‘ 
1 eos 
+ 
r 
ie (> 
ie oe 
& ba ~ * 
ch c 
ite 
i 
} 
aie 
it 
A} 
1B ts 
) Pa 
Lj i ae 
i; 4 
a 
4 vr ie 
i} ay 
| xe 
rs 
} Var (> 
‘ : 
= Cm $ 
4 
ay 
ia! 
{ i" 
7 
{ 4 
hs * 
’ 
; 7 
oy | 


cy 


iss ne yal 


y 

, 
‘\yt 
ha 


i 

' 
ut 

“oe. 


) 
i) 
| 
i 
+. 
? 


9 

4 
are 
: we 
pee 
1p 
} 

by 

Dis 
( 
Fie ate 
ee 
| 

hs 

j i 
| an 


ty ne 
ee ae 
Pay 
‘ 
t 
fl ‘ 
ale 
7) ih 
i 


eed» 
‘ 

{ tM 
} 4 j 
, ity 
t Hie 
ally 

ye 


Ee : ‘ . - asusdx' 
N° g2 gute 67 Ot ote 9° Le a OR ies TG10O] fo adequecdeg se etTueqouoy pue satseTec 
MIOONT LAN 
6° 9t S° 92 ee 4 Ae oe eee zoe SNOSUST [905 Fy 
oF et a. % aS ee ae rae meer 
ore ae g'2 gi2 eS eit ty BE eck 
é a) ane) 8° 0 6°0 i) 0 6 0 oe Butisey Tenuuy 
L*0 0 aS 9°0 ee y she sapjeuss 3ekotdug 
"6 S*0 TO ae") to te ‘ chy kaise 
ot ee Q°T qT it ey 6°0 380g hourdnoag 
2" HO ert] 9°0 or me 270 ue 
; : : y UTHOTAOS Seda 
Gre a7t cit Q°t ae ae wiuegien ee aleus 
eed | 4° 6 ee. ett O° eT TET g° eT etre cous Me SeTeetoc 
S*OT 0°6 eT Get Ln OU ads oS TAG LOUOH pt Satis [sg 
Sosnaaka 
0° OOT 0° OOT 0° 00T 0° OOT 0° 00T 0° OOT 0° OOT 
ae et g°2 9° <¢ Tq? ae 6*2 sUODUT wai) 
a can Wh oe g'2 9° 2 ‘7% auoodUl 4}SecajUuL pue souspTATC 
g°¢ O't T°6 ae ove oy es: SUBOT 9383140 - 
6°06 9°26 L°€Q 8°06 9° té 6° £6 S°S6 sugoyT TeUuOSUag - 4sazEeqUT 
GWNO ONT 
% % % b % ¥ % SWwOoUT SsOd9 jo 933 1u90Na5 
een sep eres heen terns pess carmen oreo neseoedinwnes aiaapiy Dees canpeneonsiies. plese ceneeic 
T1sdarg = TaAO 000‘000‘€ 000.°000‘T 000‘00S 000 ‘OST 000 ‘0S 
pus 04 04 02 04 ro} 
000"000*E$  000‘000‘T$ 000005 $ 000'0ST$ 000'0S ¢ Oo $ 


(Sutjysodea suotug ytpeag 9€2‘T) 


T96T YRXEWNHORC GHCNA UVAA FHL YOu SOILSILVLS HNSVaT NOINA LIGHYO OLHVLNO 


hae 
’ 


’ 


ie hy soot es 


t 
ine is Ti be: pas ibs wie a Draw: 


pe Lb eatetey it erik eh et cnt 


; 
t 


ee ee iar iat” ee a ramen | 
‘ Sestilient! iy = ie i ee a 
; E BP 16H rte! fol ' 


t 
: b a ty’ 
a ne fiihin | ft Bin a a te) ps adds ry a Mie ah 


" * - ia vd J i 5 S “Ag 
he 7 “ p 6! fr ree ne ee ae wa le be 1 
t's NS > ¢ et t,he i Bits i i , v 2 “ Phe 


> 
; 
-< 
> 
Fy 
- 


ein basset ' ‘ r ‘ 

het > Lf j-4 igen ? Pe Bh . 5 -% ae 

tw : At © I! r4 : - ‘o . A iF } Aisne Oar ae ie oe al a 54 7 
Ded tees Has’ Tere Ton tren ach (om = Qn ete EET Weak OL che ta ama 


ee 


| { : 
a ; i ly J e Dit 2 
: a, so bi a 
f tos a iF ! ; ay A) y mi hon 
‘i \ 4 aaa 
“4 | 
: ha 1 yt ’ { 
mogus an — : Ae (Ph -s “a Aelia “14 a ee a ths \ is * , Ha ; 
| ae a ieee ea Hehe PD yy ye OSM a 
| 7 a i it 
x 5 
AY 


WN) He's ad hs | , Head ; oF i f 
tpt ts dit pidios hp 
‘ wb ‘w Ade i Rises ee Data | 
Hie.@ 
i 
i 


 ¥ 


Bu 
futures EY se 

ee 

Fa 

1 

; 

re 

ps 


on 
Fi i 
i. ! Pasi 
i ee hy oe bars 
1 } r ha ' 4 
, bat he ' Pies ul Ah 2 ti "\ ' 
w ‘ ; 
..¢ a0 ; KE 
wei ‘ | 
aie , 
- » Ci fe 
e a ts Att 
5 « 
= -_ 
° oe 
4s 
e*v ae 
oo [en 
be te i 
fr “ * ‘ * & 
ie tS oe Mt a i 
,= aad nh aa 
Py > r oe iy fie A i 
ae %. * * , J 
ee e of m a ; Pi o “ 
P 4 4 . 
$ oA ro S tw : > is fh fr] a tow Ys a ; a cs _ 
ou - 1 be he oO li Ne dion iii 
' ; “* a + f m pes 
- 3 M4 = A a5) 8 iw pee wt ie Te, ee . i 
} a : ‘ oy & . at ‘5 
= e “\ ‘ 7 ie! + 
/ Ae Ay or : ; ; 
a ihe ‘ . 
bp + Tt url ” * te 
* “@ - a # q eve 5 ‘a 
od x rea at é } : 
a2 ny ee 6 ; ‘ & rr _* (1 7 a 
on & A Ce ’ tae. f S| 
{ me g. 5b el te ha tell 4) 48 1 ek i 
Wid . ‘ r ' fs 
| 
‘ j h 
+ , , 
i ' 
, 
vis 
} 14 te 
iPx\ ie Hike Artis ‘ 
iA hook Hat is tied | 
" ir " 


Lhe a 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


100.0 


100 .0 100.0 


100.0 


1007.0 


100.0 


100.0 


Deposits 


s Percentage of Loans 


Uh ae at ar gage Ne el a el acs 
- DVANYOMPmOHO]oOD Sina WO =n ees 
3 or = 2 
S 
(=) uy 
a 
ae ne ba i Oe ra OO Wahi ee thes eS eal nt 
4 NS NOAWMOOrado = Seen ule ees 
= es) [e) cay 
4 ao 
omy 
5; aa 
| 
6 (@) oO 
(e) (Bi 
BEC GG!) MOeomromnmikpS OANO090 +S ma 
S - . - = . . . . . » . . a . . ° ° Ly | . . 
7 = = PEO Se ne 2 aA AOms oC 
) iS) = mH 
al mY 
8 - 
9 oO (2) 
S a8 DMmNNWDDADWMNEMAUIO WN aTMUINO arr 
OPE Oh YE NANAAHDeOHO!lO {Hames Ae Se 
ANAM 
Cel = - 2 Baan: 
on Ww Oo 
pa < 
| "a 
Lah & a> 
be cay aa 
(li] &O 
Rey ae 
12 14 a oO oO 
TC} pw ee) oOo 
SO ee : 
FI i oe ea OTRTHANOMUAMO ADOINNOMN AWM 
tC = - 2 8@ & Si @ Doe 7 - 2 iw Fa © oe wy eet ss 
13 o = MANAHONDOOIO ANS OVO wy SOS 
\ ey qo WY ‘i: = rs 
| eA cd 
er 
14]) A] < 
oO 
(o]-q io) S 
. c CS) oO 
ors 
Gi} ene OO AIVAN ANAK] Oo MOV OvONt k= aN ey 
nate vr v4 SCATSTOANADOOlDO FANON AUN. OG 
=| fe Be @ a | @D 
Hl o aoe ra 
uy 
eS 
o) 
Evo oO 
oY Ce 
sf OU Ph abe SO BW OO Mt A SHIN Oo WS MNO st OA 
s ha SS ° . . . . . . . . - . . . . - . . - . . 
SH hs es SOTOONDOCOlO HAO FOO. So 
Cane Lees ; 2 ° @ 
a qo 
ey 
eS 
7p} 
: Stans re} n” 
ce < c ve) 
7S) w 2« «= O o 
oO AnYD®D n 
Ci Secs a) 
9) BCD Fa << 
<x dos ep oO n 
OO 2 4 4 icp) a0 a 
4 De -OHH YD o 3] bed Sw o 
coe Meg SOO 30 s a Gh Hi (op ae | aa od 
44 uy cS ow p & «.\$ GO CR wm 
fe) ba qe ey aoe, oO Hi cf ) 
OPH CHe$hon 
an ue} ipa ms rr) fa} Pd 
4 Sa Se GQya 4 OULEmALA 
4p Gh 40 Oo Os ee joa) . 6 ova 
Oo es moO a « a COO vd gua 
‘ _ ov av) Hi a) VVO UH 
ed eae io) tog a) Pt bt § POA we 4 
ae @ 45 “dH Y) -A led 43 
wo n o) Ow oun GPoen 
¢ rales 3 ay ee Ld OOO 
4 4G , rae a] 139) 
x) Gp fe) 4 & aoo Diba are: 
Gu; Hi | fy, A, OY CY 9 SAHOO 


Guarantee Fund as Percentage of Shares and 
Loans as Percentage of Shares and Deposits 


Average Investment per Member 


Guerantee Fund a 


TORONTO, ONTARIO 


SUBMISSION 


to the 


ROYAL COMMISSION ON TAXATION 


PRESENTED BY 


! 
ANGUS, STONEHOUSE & CO. LTD. 
' 
| 
| 
| 


RETAIL MERCHANTS ASSOCIATION IF CANADA 


ee ~ a 
(ONTARIO) INC. 


2f Queen Street East, Torcnto 1, Ontario 


TORONTO, ONTARIO May 21, 1963. 
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ANGUS. STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


FOREWORD 


The submission of the RETAIL MERCHANTS ASSOCIA- 


6) Tax Legislation, 


3| TION OF CANADA (ONTARIO) INC. is respectfully presented to 
4 the Royal Commission on Taxation as the resuit of the work 


f a special committee appointed to consider present Incom 


The brief has been given unanimous 


7| approval by the Board of Directors. 


10) including 


The statistical data has been gathered from 


9| various official publications of the Canadian Government 


Canada Year Book’: selected issues of the 


11} Dominion Bureau of Statistics “Retail Trade in Canada,” 


12] ‘Wholesale Trade in Canada’; and various poublications of 


13], the Canada Department of Agriculture ‘Co-operation in 


14] Canada. 


Reference has also been made to 1962 Taxation 


15) Stacist Les. 


1 


This submission will deal extensively with the 


17|subject of co-operative taxation and will make various 


18) referenc 


ea 
Vw 


+ 


~ 


L.VES 


> the publication Recent Gro:.th in Canadian 


oublished by the Canadian Tax Foundation. 


| 
20//The work of the Foundation is well known to the Commission, 
| 


21j;xccently tne Tax Foundation has very thoroughly examined 


22\|thne whole 


23)its other 


24\||\rrofessor 


subject of co-operative taxation and like all of 


Studies, the research was objective and impartial 


R 


Craig inclvor of McMaster University, a well- 


25 ||inovm economist who owes allegiance to neither faction in 


26|the controvery, 


was engaged to carry out the work, He is 


27|the author of two studies published by the Canadian Tax 


28 | Foundation -- 


) and 


The Post-.ar Taxation of Canadian co-o0era= 


"Recent Growth in Canadian Co-operatives 
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|most important industries comprising 180,000 outlets with 
total sales amounting to $17.4 billion in 1962. Single- 
junit independent stores account for the greatest number of 


| outlets and the highest percentage of total volume, 


|group has been a major factor in their rapid growth and 


\expansion from a small starting base. 


jwhose jobs are intimately linked to retailing is dependent 


‘upon the economic health of the retail industry. The 
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SYNOPSIS 


1. This submission is presented on behalf of the 


Retail Merchants Association of Canada (Ontario) Inc., a 


| voluntary, non-profit organization representative of a 


large cross-section of the retail industry in Canada. 

The objects of the Association are the betterment of the 
retail trade and the promotion of high standards of busi- 
ness practice, 


Os Retailing is one of the nation's largest and 


followed by retail chain stores and consumer co-operatives 


' 


in that order. Favoured tax treatment of this latter 


1 


It is estimated that there are 600,000 people 


employed in retailing and the employment of many others 


industry contributes heavily to the Federal Treasury at 


the income tax level apart from its involvement with 


i\federal excise and sales taxes. 


Retailing is a highly competitive industry in 
hich it is elemental that the only form of competition 
hich will best serve the public interest is that form of 

competition which is fair and equitable to all. 

The Retail Merchants Association supports a 


axation policy which would close the inequitable gap 
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between business corporations that are fully taxed and 


| those that are only partially taxed or tax exempt; reduce 


the rate on corporation income; reduce the rate on indivi- 
dual income. 
4, This submission deals with "The Effect of Tax 
Inequity on the Economy of Canada and on Fully Taxed 
Competitors." The inequity to which we refer is that 
which occurs in the taxation of co-operatives as compared 
with the taxation of ordinary businesses. 

In seeking equity in co-operative taxation we 
do not parce co-operatives or the co-operative idea, 


nor do we suggest that co-operatives are not observing 


|the provisions of our taxing statutes. Our purpose is 


merely to advocate equality of taxation and to eliminate 


competitive inequities, 


be In the merchandising field and in various other 


industries there are two forms of business competing with 
each other. One of these pays up to 52 per cent of its 


net profits to the Government. The other, a co-operative 


corporation, keeps most of its profits and expands on tax- | 


free income. These important tax concessions to co-opera- | 


tives have arisen through the higher income tax rates 
brought into effect since the outbreak of World War II 
when the corporation tax rate was 15%. Today it ranges 
from 21 per cent to 52 per cent. A concession which 


enables co-operatives to restrict their liability to as 


! 
4 
| 


low as 5% of their profits and provides a convenient method| 


for the reinvestment of tax-free income is, on the face of 
it, an extreme form of discrimination which deserves the 


attention of this commission. 


| 
| 
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The problem of co-operative taxation is a sub jec 
9 of much greater importance than it may appear at first 

3| Slance. The loss of revenue to the Federal Treasury, 

4| although. substantial, is not the point of major concern 

5| compared with the significance of the tax privilege as an 


6| impediment to free competition, its effect on the use of 
| 


7| the nation's resources and its implications for the future 
A ey ean of our economy. The problem can only be 

9| solved by the removal of the basic taxation inequities 

19, Which have caused it, 

| 7 The basis of tax discrimination in the present 
12| Legislation is found in Sections 73 (new co-operatives) 
13 and 75 (ordinary trading co-operatives), 

{ 


14] The three-year tax exemption for new co-opera- 


15| tives is the most obvious and clear-cut of all co-opera-= 


16) tive tax advantage. It is an extreme and indefensible form 
17/0f discrimination which is not granted to other businesses 
1g and it should be rescinded. The most Significant 

19 Preferences given co-operatives are those stemming from 

20 |Section 75 which provide that a corporation, co-operative 
21 jor otherwise, can, subject to certain restrictions, deduct 
22\4n computing its income for a taxation year, patronage 
93\dividends paid to customers. The section also provides 
94\that "payment" of patronage dividends can be achieved in 


252 variety of ways. These methods of "payment" include 


96 Fash, revolving fund arrangements, the issue of new share 
27 capital and various other schemes whereby dividends are 
28 Heclared contemporaneously with the exaction of a loan of 


29 Similar total amount from the members. 


30 Patronage dividends in the hands of members of 
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| owned businesses owe a duty to account for their corpora- 


\tion's profits to their suppliers of risk capital - their | 
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consumer co-operatives are tax-exempt. Other patronage | 
dividends whether or not paid in cash are taxable at the 


customer's individual tax rate if the customer is ina | 


tax-paying bracket. 
8. The effect of Section '75' is to provide a | 


facility whereby tax-free dividends may be declared but . 


not necessarily paid out in cash according to a formula 


which is practical in the hands of co-operatives and 


impractical for the purposes of ordinary business. Investor- 


i 
| 
' 


Shareholders, This duty can only be fulfilled by paying 
dividends on share capital. On the other hand, by the | 
declaration of patronage dividends, co-operatives discharge! 
their responsibility to their suppliers of risk capital | 
because their customers are also the Suppliers of this type! 
of capital. Consequently ordinary corporations are unable | 
to make significant use of Section 'TS* ft ‘thectct. 
9. Co-operative partisans argue that no discrimina- | 
tion exists because the provisions of Section UTS: > care 

available to ordinary corporations as well as to co-opera- | 


tives. The implications of such an argument are clear. 


If ordinary businesses want a more favourable tax deal, 


they must reorganize their affairs the co-operative way. 


This would mean the ultimate withdrawal of investment 


capital from industry and from Canada. The eventual out- 
come would be the end of revenue from corporate income 
taxes. The position is well summed up in the Canadian Tax 
Foundation publication "Recent Growth in Canadian Co-opera- 


tives" - 
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1 | "To point ou, as is frequently done, that 

2/ ordinary corporations are free to organize 

3| as co-operatives is not to deny but to 

4) affirm the reality of discrimination as 

5. between the two forms of organization. 

6 The essence of this discrimination lies in 

1 the fact that whereas Section 75 (1) makes 

3| no discrimination in the "quality" or nature 
9. of income earned by co-operatives, and by 

10. ordinary corporations, it does make a distinc- 
11 tion in the taxing of such income, depending 
12) upon the particular pattern in which it is 

13. distributed." 

14/10. Any proposal that the Government abandon the 
15 fteld of corporate taxation and thereby solve the problem 


16 | of tax equality ignores the fact the Government would be 
17 |hard-pressed to find another source of revenue to provide 
1g the $1-1/3 billion derived annually from corporate profits. 


19 |The problem of equitable taxation must be solved here and 


20 now in the context of our existing system. 
24 Wlidaig The ability of co-operatives to amass untaxed 
22|capital from that portion of dividends declared but 


23 retained for expansion and growth intensifies the problem 


240f discrimination for those businesses in direct competi- 
ne Oe with co-operatives. Published figures of some of the 
26 Large co-operatives show that on individual annual profits 
27 |Of several millions of dollars they have limited their 


2g jtncome tax liability to as little as 5%. Tax-free capital 


29 has been the important factor in the growth of co-operative 


30 jand accounts for the spectacular gains of consumer 
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Wears 
“enuet 


1] co-operatives. (See "Recent Growth in Canadtan Co-opera- 


2| tives" p. 29 and 33). | 


= gee roe The small amount of tax paid by consumer : 


4, Co-operatives is the only tax paid. The patronage divi- 


5] dends they allocate are tax-free in the hands of their 
6 recipients. 

7| 13. Co-operatives are enabled to eliminate most | 
g tax liability by the simple expedient of allocating their 
tee to their patrons. This they claim keeps the corpora- 
10' tion from having taxable income. For Many years successive 
a tiatiatbten peenareuers have ruled that corperations are 

12| entities in their own right amd as such should be treated 
13 as taxable, The Royal Commission on Co-operatives (1945) | 
+ ene the claim that co-operatives have no income and 

1s] the fact that they do have income is recognized by the 

i6 | Income Tax Act itself. Patronage dividends of co-operative 


17 | corporations represent the distribution of co-operative 


ig eodities and, as such, should be taxable and exposed tec the 
19 [same treatment as ordinary corporation prorivs at the ! 
20 ||corporate level and in the hands of recipients. 

21/24. Millions of dollars of earnings are being put to : 
< as tax-free capital for profitable investment in the : 


ullding of warehouses, retail supermarkets, processing | 


24 Plants and otherwise providing the funds for multi-million 


25 |\Gollar enterprises. 


Si The validity of our position is illustrated by | 


n examination of the financial affairs of Federated | 
2g o-operatives Ltd. In 1961 income taxes were estimated at | 

; 
135,000, on net savings of $3,348,000. This is merely a | 


oken payment of tax compared to the tax of a private | 
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1/ business organization, with similar profits, which would 


| 
2) 


| amount to approximately $1,664,000. In the case of 
| 


3) Federated the major portion of the $1,529,000 tax conces- 
| 


4) sion was reinvested for growth -- growth which takes place 
5| at the expense of the taxpaying competitor. 

6) Through the years Federated has consistently 

| 


7| reinvested a major portion of the earnings rather than 


8| Pay out in the form of patronage dividends. (See details, 


g| brief, p. 22 and 23). In this manner for the comparable 
10 Period 1948 to 1962, equities in Common Shares, Certifi- 
11) cates of Indebtedness and reserves increased by 

12| $15,596,000, leaving a balance from aggregate operating 
13/ savings for the period of $12,055,000 for income taxes 

14) and cash dividends. 

15 Reinvestment of co-operative tax-free earnings 
isl te a safe and sure way to finance co-operative growth. 

17 It employs a technique which is entirely beyond the reach 
1g/0f ordinary business. Federated sales have trebled since 
19/1954. 

29/16. The competitive disadvantage of the ordinary 
21|corporation in competition with a co-operative is obvious. 
9 It is not so widely known that a co-operative often has a 
23|\fantastic tax advantage over an ordinary individual trader 


74 |as well. An individual engageaiin trade cannot amass 


25 \untaxed capital for the expansion of his business the way 


26 |CO-operatives can. If the individual is taxable he pays 


27 |\tax on every cent of his earnings. If he operates a small 


2g |incorporated business there is still a substantial 
29 ||\difference between the 21-23 per cent rate and the 5 per 


30 icent or less which many co-operatives pay. 
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When one segment of the distributive industry 
2| is granted a discriminatory tax concession all other 


competing systems of the industry are penalized. It is 


w 


for very long, with one that is virtually tax-free. 


wn 


4| impossible for a fully-taxed business concern to compete, | 
| 

| 

! 


6| 18. Present tax legislation, in economic reality, 


| discriminates in favour of co-operative enterprise and | 


~ 


gi fails to achieve the objective of the key recommendation | 
g| of the Royal Commission on Co-operatives (1945) that 

10|| Co-operatives should be taxed on “the same basis as other 
41 Persons." 

12/19. Mere observation shows that many co-operatives 
13||\have departed completely from the original ‘agency' basis 
14|,0f doing business, They operate for profit in just the 
15| Same way as joint-stock companies do. This is a particular’ 
16| Characteristic in co-operative organizations where the 

17 |profits earned arise from a great diversity of commercial 
1g|\projects, most of which bear no direct relationship to 

19 [the purpose for which the organization was fcunded. The 

20 | Patronage dividend paid to any one member is not dependent i 


21 ||upomm his individual transactions with the co-operative 


22||/but upon all his dealings throughout the year. The member 


2318 a joint venturer in a corporation business, as is a 
94||\Stockholder in a business corporation. To the extent that 
95 |trading co-operatives are organized for the gain of their 


26 members and earn profits from trading ventures they do 


27 |have income, 


9g |20. The 'price adjustment' theory of co-operatives 
29jasserts that co-operative business is transacted at cost 


30 |and that its patronage dividends are Simply an adjustment 
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1) in the prices of the products it sells to or buys from 
2) members, 
3 This theory fails to take into account that 


4 CO-operatives are, in actuality, separate as business 


5| entities from their patrons; that there is an owner 
Airelatienshin as well as the patron relationship between 
Siacereeretters and their members; and that the transactions 
g Of successful co-operatives result in a gain or profit; 

g| the net margin or the patronage dividend is all or some 

10) Part of that profit, and it is being distributed or allo- 
11| cated to the members as the true owners of the business. 
12/}In this sense there is no clear-cut difference between 

13| Patronage dividends in general and the dividends of ordinary 
| 


14 Corporations, 


15 One point of significance is that the gain of a 


16| 'marketing' co-operative arises from transactions with 
17|\those to whom it sells the products of its members; the 
1g|\@ain of a 'purchasing' co-operative arises from its 
1p deatings with those from whom it purchases. But the 


it 


20 |patronage dividend is not paid to the person or firm from 


21|/Which the gain is derived. It is distributed to its 
22|member shareholders just as in the case of ordinary corpora 
23 |\tions. 

24/21. To properly assess the real impact of co-opera~ 
25 tive tax privilege, consideration should first be given to 
26 the total dollar volume of co-operative business ventures 


27 |which amounted to $1.470 million, year ending July 31, 


2g 1961. This volume represents a doubling of the 1947 


29 figure. Most pronounced growth has been witnessed in 


30 recent years. Between 1957 and 1961 co-operative assets 
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| have increased by 28 per cent, marketing sales by 25% 


9| and the sale of merchandise and supplies by 38 per cent. | 
5| The co-operative share of sales of farm products in | 
i Canada in 1960 was 33.3 per cent of the total. The more 
5. recent development of co-operative merchandising (and 

6| Wholesaling) organizations indicates that their rate of 
7| growth will be even more spectacular than that of marketing 
| ho -lepeeeniece 


9 In almost all sections of merchandising in 


19| Which co-operatives compete, their sales have outstripped 


11) @nd in some mies far out-distanced the growth shown by 
12 || total Canadian sales. This is the Situation in the case 
13| Of co-operative 'Wholesales! where the rise in trade has 
14 been tremendous, It is equally true in the case of 

15| 'Comsumer' co-operatives where the growth has been 

16 | Striking. 

17] Most significant of all, traditional Wholesalers 
1g 4nd Retailers are fully-taxed, often paying ten times as 
19 much income tax as their tax privileged co-operative 

29 |Competitors, 

91 |*2- One thing is eminently clear. Any form of 

4; [banaueas activity with annual sales amounting to $1.5 


23 billion is no longer dependent upon special tax privileges 


24 to exist and prosper. Co-operatives can grow and prosper 
95 Under tax equality to the same extent as their business 
26 |COmpetitors. 


97 |F3- Co-operative plans for the future are ambitious 


2g And easily capable of fulfillment with the perpetuation of 


og their tax advantage. Co-operative spokesmen are reported 


| 
1 
| 
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30 | 
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1 "Our contention is that the whole system of 

2 food distribution should be owned by producers 
3 and consumers co-operatively"; 

4 "Co-operatives hope to acquire 25 to 35 per 

5 cent of 'the total business of providing goods 
6| used by humans' within the next twenty years"; 
7| "Within 25 years Producer Co-operatives 

a! Should double their business to $4 billion - 

9| Consumer Co-operatives should boost their 

10/ volume to $2 billion annually - a growth from 
11| 2 per cent to 25 per cent as the Co-operatives' 
vol Share of the nation's total oil business." 

{3 24. Any attempt to excuse co-operative tax advantage, 
14/ in the light of these statements, seems to be unrealistic. 


15/ The fault in our taxation system is a severe one and its 
ig adverse effects are constantly grcewing as long as it is 
17|\Pperpetuated. Ordinary businesses are always prepared to 
1g compete on the basis of efficiency, price or other normal 
19 competitive factors. They cannot compete with what 

29 amounts tc a Government subsidy. 

91 25. To conclude: Present Income Tax legislation is 
97 'snequitable and confers tremendous tax concession on 


23 CO-operative associations to the detriment of their fully 


94 taxed competitors, This is a matter of grave concern to 
25 \the retailers of this country who are faced with the 


96 junfair competition of co-operatives created by inequity in 


27 jour tax laws, This inequitable situation 1s uneconomic in 


2g its relationship to the national welfare; it involves the 
29 misallocation of the nation's resources; a loss of revenue 


39 to the Federal Treasury and 1t shifts the tax burden to the 
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1| shoulders of other taxpayers. 

2 No case has been made out to show that co-opera-_ 
$) G190s are a superior form of business or more efficient | 
4) than other businesses. Alternately there is conclusive 
5| evidence to show that the extraordinary growth of co-opera- 
6| tives is due not to their efficiency but to the financial 

7| advantages which are accruing to them under present tax 

8] arrangements. 

9 | Co-operatives have personalities distinct from 

10) those of their members; they earn income and allocate 

11| their profits to owner-patrons. The return to any one 

12 member is not a 'price adjustment'; it represents the 


13) result of and the profit on all the co-operative trading 


14) ventures, The co-operative member just like 2n investor 


15} in an ordinary company, participates in the trading for- 
16 | tunes of his co-operative. 


17 ene considered opinion cof the Retail 


"+ 22 + 
4 —F+ +2 va 


18|Merchants Association that these are all genuine reasons 
i 


19/ for requiring Co-operative organizations and their members 
20|'to shoulder their share of the tax load. We therefore 
21 recommend as follows: 

22| 1) The repeal of Section 73 (1) of the Income 
23) Tax Act to remove the discrimintory three-year 
24 tax exemption for new co-operatives. 

25 2) The amendment of Section 75 to disallow 

26 the deduction of patronage dividends in the 

27 calculation of the net income of either 

28 co-operatives or ordinary corperations. 

29 3) The provision for tax treatment of patro- 


aan nage dividends in the hands of recipients 
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1 similar to that imposed on corporation divi- 
2 dends in the hands of shareholders, granting 
3 at the same time, equal tax credits or 


4 allowances which may prevail. 


6 ALL OF WHICH IS RESPECTFULLY SUBMITTED. 


: RETAIL MERCHANTS ASSOCIATION OF CANADA 
(ONTARIO) INC, 


JOHN J, GORMAN - PRESIDENT 
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SUBHRIi Ss i 0 NF 
To The 
ROYAL COMMISSION ON TAXATION 


Presented By 


| SECTION I 

INTRODUCTION 
My name is John J. Gorman of Sault Ste. Marie, | 
| Ontario. I am a small businessman and operate four Retail | 


| 
| Ladies! Wear stores in the Province of Ontario. I am also | 


| President of the Retail Merchants Association of Canada 


i 
| (ontario) Inc. and, in this context, I am appearing as the 


| official representative of that organization. I should 


like to introduce Mr. D.W. Rolling, General Manager of our | 
| 

| Ontario Association, who will be available for any questions 
|that you might wish to direct to him. 


May we first acknowledge the importance of the 


Government's action in the establishment of a Royal Commis-: 


Sion on Taxation and the comprehensive scope of the Terms 
of Reference. We fully appreciate the immensity of the 
jassignment you have undertaken and the competent manner in 


which you are proceeding with the subject of your enquiry 


and its numerous ramifications. we realize that the imple-| 
ntation of your findings will have a deep impact upon 
the economic, financial and social structure of the nation. | 


It is therefore with a deep sense of responsibility 


| 
hat we present our brief on behalf of a large cross-section 


f the retail industry in Canada. If we can add something 


30 tunity of presenting our views. 


Oo your deliberations we shall be grateful for the oppor- | 
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e 
1} A. RETAIL MERCHANTS ASSOCIATION OF CANADA (ONTARIO) INC, 


2|| 1. PRESENT ORGANIZATION 


3 The Retail Merchants Association of Canada Inc. 
4| was established in 1896 and its founding members were a 

5| group of retailers located in the Provinces of Ontario and 
6) Quebec. It was incorporated as a national organization by 
7| a Special Act of Parliament in 1910 as a voluntary, non- 

8 profit organization with authority to organize provincial 
9|| and regional groups of retailers throughout Canada having 
10; aims and objects similar to those of the Dominion Associa- 
11)| tion. The Dominion Association then proceeded to form 

12) Provincial organizations in Ontario and Quebec, followed by 


13 the Western Provinces and the Maritimes, all of which were 


14| Subsequently incorporated provincially with aims and object 
15| Similar to the Dominim Association. All Provincial Asso- 
16|clations are members of the Dominion Association. 

17/2. AIMS AND OBJECTS 


18 The aims and objects of the Retail Merchants 


19|Assoctation of Canada (Ontario) Inc. are:- 


20) a) The promotion of the industrial and commer- 

21 clal interests of the retail merchants of 

22 Ontario; 

23 b) The collection and publication of informa- 

24 tion and statistics relating to or concerning 
es such interests; 

26 ec) The arbitration and settlement of trade 

27 disputes arising between any of its members; 

28 d) The procuring and furnishing to its members, 

29 information as to the solvency of persons who 


30 deal with any of its members; 
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1 e) Generally all such other lawful Eu similar 
2 objects for promoting the trade interest of 

3| its members as may from time to time be deter- 
4 mined by the Association, including without 

5 limiting the geneva tts of the foregoing, 

6| - the promotion of co-operation amongst 

7 retail merchants, and 

8 - adoption of proper business methods 

9 and high business standards, and 

10 - the elimination of wasteful methods 

11 and harmful practices 

12 all to the end that the interests of the retail 
13 merchants and the consumer shall best be served. 
14 f) To achieve these ends, the Association shall 
15 | establish an office and set up an organization 
16 to represent all trade groups amd retail 

17 Classifications and with objects and purposes 
18 Similar to the Dominion Association but 

19 restricted to the Provincial field. 

20 The offices of the Association are located in 
21\\the City of Toronto and have been conducting the business 
22/0f the Association for more than fifty years. 

23/3. DIRECTORS 

24 | The affairs of the Provincial Association are 
25 governed and directed by experienced retailers who volun- 


26|teer their time and service. The Board of Directors is 
27 jelected by the membership at each Annual Meeting and is 
28 jrepresentative of various retail classiciations in most 
regions of the province. The Ontario Board elects Directors 


to the Dominion Board by equal representation. 
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2 To be eligible for membership in the Association 
3) @n applicant must be a retail merchant carrying on busines 
4 in the Province of Ontario, or a nominee of a corporation 
5| carrying on business in the Province of Ontario; be 

6| approved by the Board of Directors of the Association and 
7| pay the annual fee set by the Board of Directors. 

8 Associate Memberships, with no voting privilege, 
gi are extended to manufacturers, distributors or jobbers 

10 Whose activities are confined to the Province of Ontario 
ii}and who are desirous of supporting the aims and objects of 
12/ the Association, 


13 Membership in the Association is voluntary and 
i 


14| predominated by the operators of aggressive, independent 


15| retail outlets usually categorized as ‘small business. 


16|4 characteristic of retailing in Canada is the prepon- 
i\derance of independently owned and operated stores which | 


1gjaccount for more than 90 per cent of retail outlets. 


19 | This Situation is as true in Ontario as it is elsewhere in | 
29||Canada. It is probably for this reason that the Retail | 
9 Merchants Association has been recognized for many years 
2248 the official spokesman for small business in Canada. 

93) B. THE IMPORTANCE OF RETAILING TO THE NATIONAL ECONOMY 


| 
| 
| 
| 
24 To measure the relative importance of retailing | 
95 \\to the economy an examination of the industry would be | 

| 


26 Useful in terms of business volume, distribution of sales, 
27 \total number of retail stores, types of ownership, employ- 
2g ment and taxation. 

291. RETAIL SALES 


30 Total retail sales in Canada for 1962 amounted to 
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1| $17.4 billion of which the Province of Ontario accounted 
2| for $6.5 billion or 37.3% of the total. (Table I). 

3| 2. DISTRIBUTION OF SALES 
4 In 1961, chain stores accounted for 21.4 per 
5) cent of total retail sales, independents 78.6 per cent. | 
6| (fable II). | 
7| In the Province of Ontario for the same period, | 
g|| the percentages were 25.3 per cent for chains, 74.7 per | 
9| cent for independents. 

10) 3. NUMBER OF RETAIL STORES 

11! There was a total of 124,608 retail establish- 

12] ments in Canada in 1930. In the year 1941, this figure 

13| had increased to 136,990 whereas there were 153,034 stores 
14) in operation in 1951. (Table III). While the official 
15/1961 figures are not yet available, the Retail Merchants 

16|| Assoctation has projected an increase to approximately 
17|180,000 retail stores in Canada, of which slightly more 
1g|than 60,000 are located in the Province of Ontario. 

19 |4. TYPES OF OWNERSHIP 

ac There are three general classifications of retail 
21|\Stores by ownership. The single-unit independent store 
22|has long been dominant. In 1960 there were 9,954 retail : 
93||chain stores as reported in the 1962 Canada Year Book. The. 
24|\third ownership group is the consumers' co-operative, owned 
25 and operated for the mutual gain of owner-members, Favoured 
26 tax treatment has been a major factor in the rapid growth | 


27 jand expansion of this group into a wide variety of merchan- 


| 
| 
| 
28 |dising activities. | 
29/5. EMPLOYMENT : 
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1 | more than 600,000 people, or one out of every tem people 
q| WOPRInE in the Dominion, are employed in retailing. 

3 (Table III). The employment of many other people whose 
4| Jobs are intimately linked to retailing is dependent upon 
«| the economic health of the retail industry. 

6. INCOME TAXATION 

Retailers are heavy contributors to the Federal 
g| Treasury at the income tax level, separate and apart from 
g| the payment of Federal excise and sales tax on their 

io/ Stock-in-trade. For the 1960 taxation year, 10,819 retail 
11, companies with net taxable income of $244.4 million contri- 
12 buted $86.8 million in corporation tax. (Table IV). Indi- 
aoe Income Tax Statistics indicate that 77,733 business 


14| Proprietors in the Retail Trade paid tax amounting to $45.4 


15|/million. (Table Vv). 


167. FAIR COMPETITICN 
il Retailing is a highly competitive industry. The 


13 | Seographically dispersed and heterogenous group of economi-| 


19/ cally important people we represent are the providers of 


| 


290 ||\Services essential to the daily needs of our people every- 


91 |where. Retailers feel they know a good deal about the 


92 subject of competition. They are, as it were, the shock 
Bie in the competitive battleground. Their many years 
o4 jo business experience in the predominantly free enterprise 
95 climate of this country have taught them that efficiencies 


26 |are encouraged, resources are used in the areas where they 


27 |yield the best returns, and the customer is better satis- 


9g \\fied with goods and services whenever fair and vigorous 


29 |compefition is allowed to flourish. 
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2 which will produce these results is that form of competi- 
shetae which is fair and equitable to all. Any other type 
4 of competition rapidly develops into a weapon of high 

5| destructive import. . 

| 
6| We do not claim to be tax experts put we have 
7| given considerable study to certain tax problems of busi- 
gi mness as they affect competition and the views we express 
g| are based on years of practical experience and thoughtful 


10 observations. 


13)18 specifically concerned are as follows:- 


14! a) The distribution of burdens among taxpayers 
‘a resulting from existing rates, exemptions, 

ia! reliefs, and allowances provided in the 

7. personal and corporation income taxes, estate 
J taxes, and sales and excise taxes, taking 

19 | into account also the jurisdiction and prac- 
dd) tices of the provinces and municipalities. 

71 c) Provisions in existing laws which may have 
re given rise over the years to anomalies or 

23 inequities or which may require action to 

24 close loopholes which permit the use of 

a devices to avoid fair taxation. 

%6 f) The changes that may be made to achieve 

27 greater clarity, simplicity and effectiveness 
28 in the tax laws or their administration. 

29 


30 


1/ 1s economically elemental that the only form of competition 


11 C, TERMS OF REFERENCE 
12| The Terms of Reference with which this Submissicn: 
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1 D. SATEMENT OF POSITION 
2) 1. OBJECTIVES OF A SOUND TAXATION POLICY 
3 Our position on taxation, expressed in broad 
el ates would be to state that the Retail Merchants at 


5 tion would support a taxation policy which would:- 


6) 1) Close the inequitable gap between 

7| business corporations that are fully taxed 

4 and those that are only partially taxed or 

Re tax exempt. 

10| 11) Reduce the rate on corporation income. 

1 1ii) Reduce the rate on individual income, 

12 || It is our view that such a taxing policy, accom- 


I 
13| Panied by a compensating reduction in Government expendi- 


14) tures, would stimulate business investment, increase the 
15 rate of economic growth and restore equity to our system 
16 lof taxation. 

17 | As you know, our appearance today is preliminary 
ig|to the brief of the Retail Merchants Association of Canada 
mh oe scheduled to be presented to the Commission Hearings 
20|}in Ottawa during the month of September. The Dominion 


21|Association brief will be comprehensive and documented by 


22|Statistical data and the results of considerable economic 
23|research, For that reason our own submission on behalf of 


24\\the Ontario Association will be confined to a general 


25|discussion of "The Effect of Tax Inequity on the Economy 


26|0f Canada and on Fully Taxed Competitors," 

27/2. TAXATION OF CO-OPERATIVES IS INEQUITABLE 

28 The inequity with which we are principally 
29|;concerned is that which acurs in the taxation of co-opera- 


30 |itives as compared with the taxation of ordinary businesses, 
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| tives or the co-operative idea. Their purpose is merely 


| inequities. We do not dispute in any way the right of | 


1, THE TAX PRIVILEGES OF CO-OPERATIVES 


and in various other industries there are two forms of 
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First and foremost it should be emphasized that 
it is not the purpae of the Retail Merchants Association | 
nor is it the purpose of other proponents of equity in 
co-operative taxation to stand in opposition to co-opera- 


to seek equality of taxation and to eliminate competitive . 


| 


every citizen of this country to do business in any fashion 


| he chooses, nor do we ibaietina that co-operatives are not | 


observing the er des of our taxing statutes. It is | 
our contention, however, that the Income Tax Act is go | 
framed that businesses carried On aS co-operatives can 
minimize their income tax payments to a level which is 
unfair in relation hoth to the amount of the tax paid by 
ordinary businesses and to the benefits which co-operatives 
and their members derive from the fruits of taxation. 
E. STATEMENT OF PROBLEM 


| 


Throughout the country in the merchandising field 


business competing with each other. One of these pays up 


to 52 per cent of its net profits to the Government. The 


other, a co-operative corporation, keeps most of its profits 
and expands on tax-free income. Because of this situation, 
the problem of co-operative taxation has been raised time 


and time again before various Government bodies. It will | 


jcontinue to be raised until equitable laws are vassed so 


that competing businesses are taxed in the same way and on 
the same basis. 


The businesses we represent are happy to take on 
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1| any competition, co-operative or otherwise. All we ask 
2) 1s that the ground rules be the same for everyone. It is 


| logical that income tax should be applied equitably so 


& 


4| that all businesses make tax Payments to the National 
5| Revenue proportionate to their profits. 


6 Co-operatives were first granted their special 


base | 


I cae privileges at a time when many of them were of the 


| 'Agency' variety and the Federal Income Tax rates were 


oO 


9) comparatively low and as a result income tax did not 
10| approach the significance it has today. 
11| The present important tax concessions to co-operae 


12) tives have arisen through the higher income tax rates 


13 brought into effect since the outbreak of World War II 
14| when the corporation tax rate was L5..perscent. ...Todayiit 


| 
II 


Is | ranges from.21.per, cent to 52 per.cent, 
16 When taxation rates applied to some businesses 

17 | Tange as high as 52 per cent, a concession which enables 

1a | se-otharanahe’ to restrict their liability to as low as 5 
19 per cent of their profits and provides a vehicle for 

29 |reinvestment of tax-free income is, on the face of span S 
1 fextreme form of discrimination in favour of co-operative | 
Fe) em 

23\\2. EFFECT ON SMALL BUSINESS 


24 | The special tax treatment of co-operatives is a 


25||Sub ject of deep concern to all ordinary businesses regard- 


26||less of size or type. In fact, it is the opinion of the 


27 |Retail Merchants Association that small and medium-sized | 
2g }/business firms suffer most from the tax disadvantage. 


29||\Co-operatives can invest huge sums of tax-free money to 


30 |grow bigger and stronger. Large corporations can raise 
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funds from the capital markets to finance expansion. 
Small and medium-size businesses, which predominate in the | 


retail industry, as a general rule, have no access to the 


| established sources of capital and they pay a high rate of | 
|; dncome tax relative to co-operatives before they can rein-. 


| vest for stability and growth. 


According to Professor L.I. Barber, College of 
Commerce, University of Saskatchewan: 

"The co-operative tax advantage exerts 

maximum impact not on a large corporation, 

but on a small business unit which cannot 


defend itself," 


|} 3. R.M.A, RESOLUTION 


Association of Canada, representing the largest sector of 
Smail Business in the nation, unanimously adopted this 
resolution a@t 4ts Ania? Meeting in June, 1962:- 

“WHEREAS both co-operatives anc ordinary 
businesses earn profit and the prorits 
of co-operatives amount +35 multi-millions 
of dollars each year, ard, 

“WHEREAS all persons and corporations in Canad: 
benefit from government services, financed 
by income tax collected from personal 
income, the profits of business and, 

“WHEREAS it is therefore logical that income 
tax should be applied equitably so that 
all businesses pay income taxes provor- 
tionate to their profits and, 


"WHEREAS under present tax laws, co-operatives 
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1 can organize their businesses so that they 
2 need pay tax on only a very small part of 
3 their profits by declaring patronage 

4 | dividends which are allowed to be deducted 
5 from profits before tax is calculated and, 
J “WHEREAS many co-operatives pay out to their 

7| members only a small part of the amount 

8 | of the patronage dividend, retaining the 

9 | balance for years as tax-free capital and, 
10| "WHEREAS it is unfair that such a small part of 
il co-operative profits is paid toward the 

12, cost of social and welfare benefits and 

‘| other government services from which 

14/| co-operatives and their members derive 

HI the same benefit as others and, 

16 | “WHEREAS the disparity in the tax burden 

aM between co-operatives and ordinary busi- 

18 | ness provides co-operatives with an 

io! unfair trading advantage which already 

461 has forced many competitors out of busi- 
m4 ness and the situation is rapidly worsening 
22 to the detriment of all people and, 

23 "WHEREAS other taxpayers are loaded with the 

24 taxes which the co-operatives are not 

25] asked to pay and this load is becoming 

26 progressively heavier because the co-opera- 
27 tives are growing faster. 

28 BE IT RESOLVED that the Retail Merchants Associa- 
29 tion of Canada Inc. favours the principle of 

30 equality in taxation and that the present 
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disparity in taxation between ordinary busi- 
ness and co-operatives be removed by the 
Federal Government." 


4. SOLUTION RESTS WITH REMOVAL OF INESUITIES 


The problem of co-operative taxation is critical 


| and, unfortunately, often supercharged with emotion. But | 


7 it is a problem which needsolution. It is a subject of | 


gi much greater importance than it may appear at first glance, 


i 


g| The loss of revenue to the Federal Treasury, although 
| 


10 substantial, is not the point of major concern compared 


with the significance of the tax privilege as an impediment 


to free competition, its effect on the use of the nation's 
resources, and perhaps also its implications for the future 
organization of our economy. 

This problem comes well within the range of the 
Commission's enquiries and it is our opinion that it can 


| only be solved by the removal of the basic taxation inequi-' 


ties which have caused it. 
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| effect of conferring competitive advantage on co-operatives 


| anes 


| co-operative tax advantage. It isa discriminatory conces- 
i} 
2. SECTION (75) PATRONAGE DIVIDENDS 


| co-operatives are those stemming from Section 75, which in 


|essence apply both to co-operatives and ordinary companies. 
itive or otherwise, can, subject to certain restrictions, 
i 


jnage dividends paid to customers. The taxpayer is permitted 


to vary the rate of patronage as among various classes of 
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SECTION II 
THE BASIS OF TAX DISCRIMINATION 


A, PRESENT LEGISLATION 


The sections of the Income Tax Act which have the 


73 (new co-operatives) 
and 
75 (ordinary trading co-operatives) 


'1. SECTION (73) TAX HOLIDAY 


The three-year tax holiday granted new cc-opera- 


tives is certainly the most obvious and clear-cut On” ane 
Sion which is not granted to other businesses. 


By far the most significant preferences given 


In brief, this section provides that a corporation, co-opera- 


deduct in computing its income for a taxation year, patro- 


|goods and services sold or provided and as between members 


and non-member customers. Non-member customers may be 
excluded from such payments. By Section 75 (2) the 


allowable patronage dividend payments to members may not 


exceed that part of the income of the taxpayer deemed to 
have arisen from its business with its members, Section 
75 (3) prohibits the taxpayer from eliminating its income 


altogether by the payment of patronage dividends. It 
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1/ provides that the taxpayer may not, by the payment of 

2|| patronage dividends, reduce its income below an amount | 
3] equivalent to 3 per cent of the capital employed in the | 
4/ business ("capital” being ascribed the definition used in | 
5| the first schedule of the Excess Profits Tax 1940, perbe daly: 
6| to one minor qualification), 

7 Section 74 (4) provides that "payment" of pat- 

8] ronage dividends can be achieved for the purpose of the 
9] Act by a variety of ways. These methods of “payment” 

10| include cash, revolving fund arrangements, the issue of 
11| new share capital and various schemes whereby dividends 
12} are declared contemporaneously with the exaction of a 

13 loan of a similar t) tal from all the members. 

14; Exemption for patronage dividends in the hands 
15| of members of ansumers'! co-operatives is granted by 

16 Section 75 (6). Other patronage dividends whether or 

17|| not paid in cash are taxable if the customer is in a tax 
18] paying bracket. They are, of course, taxable at the 

19/ customer's individual tax rate. 

20 | The income tax liability of co-operatives under 


21/ present legislation is therefore calculated on the basis 


22) of the greatestof:- 

23 | a) The total unallocated profit earned 

24 b) The profit arising from non-member business 
25 | that is not distributed to non-members / 
26 ¢) That amount of current profit equal to 3 

27 per cent of capital employed. 

28 
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1 | B. SECTION '75' DISCRIMINATES 
| AGAINST ORDINARY BUSINESS | 
"| hg TAX-FREE The effect of Section '75', then, 
; PATRONAGE is to provide a facility whereby tax- 
- DIVIDENDS free dividends may be delcared but not 
°) IMPRACTICAL necessarily paid out in cash according 
°| FOR ORDINARY to a formula which is practical in the 
i BUSINESS hands of co-operatives and impractical 
*) for the purposes of ordinary ition 
| It is not possible for ordinary corp- | 
i orations to make significant use of Sect 
"| ion '75' of the Act. The managements 
"I of such corporations owe a duty to 
"| account for their corporations' profits 
- to their suppliers of risk capital - 
°| their shareholders. This duty can only 
‘i be fulfilled by paying dividends on share 
"| capital. On the other hand, by the 
" declaration of patronage dividends, 
af co-operatives discharge their respon- 
‘i sibility to their suppliers of risk 
aN capital because their customers are 
“| also the suppliers of this type of 
23 | | 
| capital. 
24 | 
2... TR Co-operative partisans argue that n 
4 DISCRIMINATION discrimination exists because there is 
7 AFFIRMED only one Income Tax Act and the prov- 
4 isions of Section '75' are available 
. to ordinary corporations as well as to 
i co-operatives, The implications of such 
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" 
an argument are abundantly clear. | 
If ordinary businesses want a more fav- 
orable tax deal, they must reorganize | 
their affairs the co-operative way. 
The result of such a step would be the 
ultimate withdrawal of investment 
capital from industry and from cme 
The eventual outcome would be the end | 
of revenue from corporate income taxes, | 
Then the tax system would have to be 
reconstructed and, perhaps, this would 
be done in more equitable form than 
that which exists now. 

The position is well summed up 
in the publication "Recent Growth in 
Canadian Co-operatives" at Page 36:-- 

"It is of course obvious that because | 
of difference in structure and organ- 
ization as between Co-overatives and 
ordinary corporations, the payment of 
patronage dividends may be employed 
much more effectively by the former 
where the benefit of such payments 
accrues directly to the owners of 
the enterprise. In ordinary 
corporations such payments reduce the 


equity of owners and have therefore bee 
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established only in exceptional circum- 


stances. In practice, their use of 


patronage dividends as a means of 
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reducing taxable income is impract- 
icable, being inconsistent with the 
purpose of ordinary corporate enterpris¢ 


and with its continuity. To point out, 


as is frequently done, that ordinary 
corporations are free to reorganize 


as co-operatives is not to deny but to 
affirm the reality of discrimination as| 


between the two forms of organization. | 


The essence of this discrimination sg 


in the fact that whereas Section 75 (1) 


makes no discrimination in the " quality" 


or nature of income earned by 


co-operatives, and by ordinary corpor- 
ations, it does make a distinction in 


the taxing of such income, depending 


upon the particular pattern in which it 


is distributed. (Sectons underscored 
by R.M.A.) If the enterprise chooses 
to distribute the net earnings with ref¢en 
ence to share capital, Section 75 (1) 

becomes applicable in reducing taxable 


income; if it distributes earnings 


with reference to share capital, 


Section 75 (1) does not apply. Among the 


possible objectives of such tax legis- 
lation, equity is one which does not 
appear to be achieved by a situation 


in which the differential treatment 


rests solely upon the particular internal 
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| 3. REMOVAL OF CORPORATE TAXATION IS NOT THE ANSWER 


| fair measure of taxation co-operative spokesmen have been | 


| tax controversy would be solved and equality would 


| be achieved by eliminating corporation tax entirely. 


| could be found which would provide the $1-1/3 billion 


that is derived annually from corporate profits. | 
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attern of claims upon earnings which | 


the enterprise chooses to adopt." | 
(Sections underscored by R.M.A.) 


In their anxiety to resist the imposition of a 


| ‘mown to advance the argument that the Government should — 


abandon the field of corporation tax altogether. In this 


| fashion, they reason, the co-operative - ordinary business | 


This proposal serves to again emphasize the in- 


| equity which exists. It 41s doubtful that it can be other- 


wise considered seriously. 


While it may be pleasant to envisage a world 


| without corporate taxation there seems little prospect of 


lthis utopian state coming about. It seems to us that any 


Government of this Nation is going to be obliged to 


| continue to incur expenditures at current or even higher 


| levels. It is doubtful that another source of taxation 


Taxation of corporate profits is regarded as 


a necessity, although an unpleasant one. But there is one 


of the taxing statutes should be: completely free of in- 
equity. 
In any event, the. problem confronting us is too 


urgent to await ad emergence of any alternative 


important qualification. To be acceptable, the Sites 
| 
taxation system if any there be. The problem must be 
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| matter of simple justice and co-operatives should be taxed| 


| accelerating rate of obsolescence, lower mark-ups and 
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| 
| 
solved here and now in the context of our existing enter. | 

It is the conviction of the Retail Merchants | 
Agsociation that under the principles of present tax 


legislation no distribution of profits to the owners of | 


a business should go untaxed. Equity in taxation is a 


in the same manner and to the same extent as their fully- | 
taxed competitors. | 
4, THE POWER TO GROW WITH TAA Si. CAPITAL 


Retailing with its rising costs of operation, 


dwindling profits is hard-pressed to earn a fair return 


on investment. For those businesses in direct competition 


with co-operatives the problem is intensified because of es 
ability of co-operatives to amass untaxed capital for 
expansion and diversification from that portion of pat- 
ronage dividends declared, but merely credited to tre 
member on the books of the co-operative for an indefinite | 
period of time. Co-operatives have been qick to seize upon 
the privileges open to them to finance growth. Published 


figures of some of the large co-operatives have 


shown that on individual annual profits of several a 


of dollars they have limited their income tax liability 


to as little as 5 per cent. 

The submission of our Dominion Association will 
statistically relate the growth of consumer co-opera- 
tives to their tax privileges and the effect of this 
growth on fully-taxed competitors. We will therefore 


confine this aspect of our brief to a further reference 


to "Recent Growth in Canadian Co-operatives’ in which 
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Professor McIvor makes an assessment of some of the basic 
issues in the controversy. Following his analysis of 
what is taking place in the field of lumber and building 
supplies, he states at Page 29: 
"The tee ese trade, another area of mer- 
"chandising hard hit by co-operative inroads, 
“offers a similar analysis. Here, as elsewhere, 
"the total volume of sales has increased much 
“more rapidly than the total number of retail 
"outlets and the co-operatives! share of total 
“sales has grown in part from a more 
“rapid expansion of existing store facilities 
"and in part from the buying out or the crowding 
"out of competitors. (Sections underscored 
“py R.M.A.) The case was put that it 
"had become very difficult for a wholesale house 
“to find a buyer when an independent merchant 
“wishes to sell. The financial resources requir 
"to take over the concern will usually be be- 
"yond the means of most individuals; but a 
"co-operative, with its ready access to capital 


"from various sources within the movement, 


can usually finance the taksover with 


relatively little difficulty. (Sections under- 
"scored by R.M.A.) The trend in the distrib- 


it 


W 


"ution of ownership of retail outlets therefore 
“presents much the same picture as in lumber 
"and building ‘supplies and in both cases it 


"is asserted that the co-operatives! superior 
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1 "access to capital, stemming from their tax 

2 "position, renders inevitable the outcome of 

3 "the competitive struggle, so that new "private" 
4 "capital inevitably shuns such areas and 

x "4ts total share of the industry continuously 

6 "declines. At the sholesale level, where the 

7 "relative growth of co-operative hardware and 

8 "equipment sales has been particularly | 
9 "striking the financial resources of the co-op- 
10 "erative "wholesales" have been employed to 

11 "take full advantage of the increasingly urban 
12 "emphasis in co-operative merchandising. The | 
13! "supplying of their large urban shopping | 
14 "centres has been accompanied by a marked 

15 "relative decline in the activities of ‘private’ | 
16! "wholesale hardware outlets, the strength of | 
17 "which has been traditionally developed in 

18 | "the supplying of primarily rural areas". 

19, 

20 

22| 

23 | 
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RECIPIENTS 


In the case of sales of consumer goods, which 
is a matter of primary concern to us, the small amount of 
tax paid by the co-operative is the only tax paid on its 
profits. Patronage dividends of consumer co-operatives are 
tax-free in the hands of the recipients. i 
In the case of other types of co-operative : 
business, as we have pointed out, the member is taxably 
on his patronage dividends should he be in a taxable | 
bracket. It must be realized, of course, that many 


recipients are in a comparatively low taxation bracket. 


A comparison of the total tax vaid by a sorperas| 
tion and its individual shareholders with the total <ax 
paid on similar earnings by a co-operative and its members| 
will disclose that She contribution of the individual 
corporation and its sharehoiders is several times as great’ 
as that of the co-operative zroup. 
even after consideration of the individual tax credit 
provided for under Section 38 (1) of the Act. 

In theory, at least, the patron-owners of a co- 
operative corporation obligate the corporation to distri- | 
bute its profits to them, in one form or another, as a 
dividend on patronage. This, they claim, keeps the co- 
operative corporation from having any taxable income. 

For a great many years successive Canadian 
governments have ruled that corporations should be consi- 


dered as entities in their own right and as such should be| 
treated as taxable. The Income Tax Act itself recognizes | 
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that co-operatives do have income. Patronage dividends 
of co-operative corporations represent co-operative 
profits and they should be taxable as such regarless of 
patronage dividend contracts. 

In the hands of recipients patronage dividends | 
are, in essence, identical to the dividends of corporations 
in the hands of shareholders. They represent the distri- | 
bution of profits and should be exposed to equal tax 
treatment. 

We submit that equity cannot be achieved in our 
taxing laws until the deduction of patronage dividends is 
disallowed in the calculation of corporation income tax. 
It is our further opinion that provision should be made 
for the taxation of patronage dividends in the hands of 
recipients in exactly the same manner as tax is imposed 
on common stock dividends in the hands of shareholders, 
granting the same tax credit or allowances to each. 

The present situation has a quality of fantasy 
about it. While it is not denied that income has been 
earned, our tax legislation has created a set of rules 


whereby co-operatives my earnestly deny that they earned 


it. Millions of dollars of earnings are wandering 
homelessly about in the atmosphere without an admitted 


taxable owner but in some mysterious way these orphan- 


'earnings are put to work as tax-free capital for profitabl 


investment in the building of warehouses, retail super- 
markets, processing plants and otherwise providing the 
funds for multi-million dollar enterprises. 

The fact is that co-operatives are enabled to 


eliminate most tax liability by the simple expedient of 
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1|| allocating their income to their patrons. 


2 
6. THE EFFECT OF MEMBER FINANCE 
3 
4 The validity of the position we take can be | 


5 illustrated by a cursory examination of the financial | 
6| affairs of Federated Co-operatives Ltd., a wholesale 

7| co-operative serving retail store members on the Prairies. 
8 In 1961, Federated had gross income of 

9 $72,104,000. Total expenses, including cost of goods 

490 sold, were $68,756,000 leaving a net saving before income i 
41| tax of 83,348,000. Of this amount $25,000 was paid in 
12 preferred share dividends and $3,208,000 remained for 
13| distribution for member co-operatives. The balance was 
14| for estimated income taxes and amounted to the grand 

“i total of $135,000. 

16 On an income of $3,348,000 any private business 

17 organization would be required to pay income tax amounting 

1g) to approximately $1,664,000 before any allocation for any 

19|| purpose could take place. In the case of Federated Co- 

20|| operatives the major portion of the $1,529,000 tax eanaeus een 
21\| was re-invested for growth - growth which takes place at 
22|| the expense of the taxpaying competitor. 


23 Through the years Federated has consistently 


24 reinvested a major proportion of the earnings rather 


95| than pay out in the form of patronage refunds. 


26 "During the period 1947 to 1957, patronage | 
27 refunds were paid by 2/3 in Certificates of | 
28 Indebtedness and 1/3 in Common Shares. Since 
29 1958, patronage refunds were paid only in the 


30 form of Common Shares. Cash returns to the 
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members have been achieved by revolving 
certificates and re-purchasing shares. 
The foregoing program of member finance 

is prescribed by bylaw, proposed and approved by the 
members. It does not readily lend itself to precise 
dollar description of net distribution of patrorm ge 
refunds at a particular point in time since assumulation 
and discharge of member finance takes place annually. This 
process tends to dim distinction between any individual 
input or output. 


A general but more comprehensive picture is 


presented by viewing the net effect over a period of time. 
For example, aggregate operating savings from 1947 to 

1961 were $27,651,000. It was pointed out previously 

that savings were distributed in the form of equity in 

the following year. Hence for the comparable period 1948 
to 1962, equities in Common Shares, Certificates of 
Indebtedness and reserves increased by $15,596,000, there- 
fore about $12,055,000 was paid in income taxes and cash 
dividends. The foregoing statement is, of course, a very 
general once since cash subscription of shares, the two 
mergers, etc., present some bias. (Source: Department of 
Co-operation and Co-operative Development, Province of 


Saskatchewan, Table and Notes, May lst, 1963.)" 


Reinvestment of tax-free earnings by owner- 
members of co-operatives is a safe and sure device,without 
equal, for financing growth. The sales of Federated Co- 
operatives Ltd. have tripled since 1954, as indicated 


below. 


My al mary i. 
us va py ; _ 7 
A} 


Peary 


ve ot ia He 


fad 


axe ®, panes ie Nihe taeh ial 
de ai i his oan mee 


ya ey : if 
ney #0, 2 het BO, 
ante we, y | ee aero 


O20, 508, 8 ORs es. 28 er 


oe Warsi . THE CE 04 ae Ries ok j PE 
—— * ais one Bt Cay SRM Si ae aie. a 
if gst : Ua ioas ADT? Me } 


— 


ul sai (ne, £3 Me 8 Kee, the ot TO 


Mate est He Oe Pek BLE PSY Leo £8 hanes” Bek Mie SORA ER 
’ * i j ‘ i ' 


ny be ¢ a, + age 4 70 oo ' 
Wazoo CAVIAR SO.0S AMO TMA SID Sat WO Wt Ts ra th oma 
pa p= 0 Lae aro we ry eh ae mhadgnnds (lis 4 ear APP ES + Ame etc rete Cae te eee lyre. +eedwes 4 
i ° 7 F 
a) a } , 7 t 
} ms iG ¥j ow, +t er tern ry 
ad teers Sh: an ea, Sit, ro AAC bc Pc esen tes fi 


ik os . ) ee pe ver ‘opto ‘ . ‘ ong 4 
i ed. un) erkowalt) ARR i Rash) Ot Leos. 4 
hae 
& ¢ ot é ‘ al ” mm Pay Le | ‘ 5 t Oy xy ues { 
a Ps 7 oe Wi « =Iree Ae, ae re i i f Li ‘ 
, ant 
a , Ri 
me to be On x Pees: A A oy iy i = ei ai v 3 “LHMODBS 
ue? 
4 
; 


} , i . : 
oy Su. meer lca atl! 4 eh game ‘ogiemidg CDR "Seen Em bldne 8p eee Pie Mea ea aE 
EN 
ne? Haloivedqies ols POUR SE Oe LP. Od. BALA: GAT Le Ry 
. — ) re 
i sf 
seas Dae mie a.08AS? OR. Py. FheRE Te 4 Selene, | 
Lay 
~ a 
. thet ae 5 Ye Sed omens medtemaen: Oat cava 4 { 
| | y iit 
} i } rad i ‘ * \ o,f * # 9 . a ’ » - , Lie 1 x ; 
eee ih SS CET ERP. PY be tiarroatoD “lO BOOM MY Cm Tete | a ta 


4 
j ’ ; 
iW) yn99 Se bee ae goer od dipveas se 200.004 Seren’) ete ond teen aed ian 
\ bat uy ti \ 
| tera enh) Jae | ah 
Perntiets ett eens. ae Bak RReRM SM Or HOT Aa tw td 
fi ete = nit setegendib oat) De mn Rat feo Ret tae 


ri . ea) i 
ah, 6 > neetde we toe ele Noes hea. 8 Ge. Retina 


ANGUS. STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO ho 


Sales Includes refinery, lumber, coal, etc., as well 

as those in Manitoba and Alberta after 

amalgamation. 

Sask. Manitoba Alberta Total 
1954 $51,6285572" $° "= - $52,604,572 
1955 33,538,164 7,156,158 - 4o , 694, 322 
1956 40,022,158 6,028,971 - 46,051,128 
1957 42,766,580 7,464,482 - 50, 231,062 
1958 45,252,460 8,801,990 - 51,051, 45p 
1959 50,718,326 10,839,927 - 61,668,258 
1960 48,428,023 18,882,255 - st, 310,278 
1961 49,921,863 22,018,871 - 71,940,734 
1962 57,304,264 23,061,709 $14,459,879 94,825,852 
7 


$35,000 amounts to 18 per cent plus 3 per cent old 
security tax or a total of 21 per cent. 
taxable income in excess of $35,000 are 47 


3 per cent or a total of 50 per cent. 


CORPORATIONS AND OTHERS 


COMPARISON OF TAX OBLIGATIONS - CO-OPERATIVES, ORDINARY 
ee eee et By UND LAL 


Corporation tax on taxable income of up so 


- 


The rates on 
per cent plus 


in the Province cf 


Ontario, credits are allowed against the corporation tax 


amounting to 9 per cent of the taxable income and offset 


by Provincial corporation income tax of ll per cant. 


Therefore the rates of corporation tax in Ontario are 22 


per cent on the first $35,000 of taxable income and 52 per 


cent thereafter. 


tax-paying obligations of two corporations - one 


organized on a 


It will now be interesting to compare the income 


joint-stock basis, and the other on a 
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| 
co-operative basis, and both having the same net profit of 
$200,000 at the end of their trading year. For the 
purpose of this illustration, it will be assumed that 

the entire business of both companies was carried on 
within the Province of Ontario. 

It is not unlikely that the co-operative would 
declare a patronage dividend to the members in the amount 
of three-quarters of its profit, or the sum of $150,000. 
Of this amount perhaps $50,000 would be distributed in ae. 
and $100,000 would be retained by the co-operative 
corporation in the form of a loan from its members and 
credited to their accounts in one bookkeeping operation. 


The co-operative would deduct the whole $150,000 from its 


profits and so would have a taxable income of only 
$50,000. On this taxable income, it would pay income tax | 


| 
i 


at the rate of 23 per cent on the first $35,000, 52 per 
cent on the balance. Its total income tax payment would 
be $15,850 or 7.0 per cent of its earnings. 

The joint-stock corporation, on the other hand, | 
because of its corporate structure and the impracticability 
of paying patronage dividends would be taxable on the 
whole of its net earnings of $200,000. Paying income tax 
at 23 per cent on the first $35,000 of taxable income and 


52 per cent on the balance, the joint-stock corporation 


would pay a total of $93,850 or 46.92 per cent of its 
profit in tax. On the same earnings, this company contri- 
butes nearly six times more tax than the co-operative. 

The competitive disadvantage of the ordinary 
corporation in the above example is obvious and needs no 


emphasis here. It is not so widely known that a 
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1|| cp-operative often has a fantastic tax advantage over an 
ordinary individual trader, as well. For instance, an 
3| individual engaged in trade cannot amass untaxed capital : 
J for the expansion of his business the way co-operatives | 
| can. If the individual comes into a taxable bracket, he | 
6. pays tax on every cent of his earnings. 

7, In any event, such are the capital requirements | 


gi and other obligations of most businesses today that only 
9| the smallest organizations can contemplate trading on 


10| Other than an incorporated basis. The vast majority of 


11/| sizeable businesses are incorporated. While it is true 
12| that companies pay income tax at only 23 per cent on the 
13) first $35,000 of their profits, there is still a substantial 
tal difference between 23 per cent and the 5 per cent or 
i 


15 less which many co-operatives pay. 


16] However, even in the case of those businessmen 
17! whom circumstances do not force into incorporation, there 
ial is often a significant inequity between their tax obliga- 
19 tions and that of their co-operative competitors. The 


99|| following example sets out the respective tax obligations 


91 of an individual and a co-operative both engaged in the 
22| grocery trade, and both having a net profit of $10,000 at 


93, the end of a year. 
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2 Co-operative in Grocery Trade Individual in Grocery 
Business 
*| 
4|| Net Profit $10,000.00 Net Profit $10,000.04 
for current year 
S| 
| Less Less 
6| Patronage Dividends Personal Allowances 
i (whether paid in 7,500.00 25 OO 
7\ full or partly 
/ retained in 
8 | business ) 
9/ Taxable Profit $ 2,500.00 Taxable Profit 7,500.00 
10); Tax Payable Tax Payable 
1 (Federal and (After giving effect 
11 Provincial) to Federal and 
(23% on $2,500) Provincial Adjustment 
12) ¥ ~ 575.00 $1,483.20 
13) 
14 
] In the distributive industries the use of cost- 
15| 
| reducing systems and methods are today enabling corpora- 
16 | 
| tions, co-operatives and independent wholesale and retail 
17) 
| outlets to supply goods or services of a type desired by 
18 
| the public and at a price which the public is prepared to 
19 
| pay with much the same cost factor, operating margins and 
20 || 
| net profits. It can therefore be readily understood that 
21 | . 
| 1f one segment of the distributive system, be it 
22} 
| producing, wholesaling or retailing, or a combimtion of 
23 | 
| all, permitted a discriminatory advantage, such as major 
24 || 
tax concessions, all other competing systems of the 
25 
industry are severely penalized. It is impossible for a 
26 
fully-taxed business concern to compete, for very long, 
Zr 
with one that is virtually tax-free. 
28 
There is one thing taxpayers dislike more than 
29 
the burden of taxes they are required to pay. It is a tax 
30 
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law that favours some baraces or classes to the prejudice 
or detriment of others who often are in competition with 
them, Taxpayers are entitled to the assurance that other 
persons or firms similarly situated are treated likewise. 
No disinterested observer can argue that co- | 
operatives are now taxed on "the same basis as other | 
persons". Again this subject was dealt with in the recent 


Canadian Tax Foundation study: 


"It was pointed out in the author's 
earlier study that the present Canadian tax 
legislation does, in economic reality, discrimi 
nate in favour of co-operative enterprise and | 
that the consequence of such discrimination is 
to provide co-operatives with access to relatively 
large sums of tax-free capital to finance the 
establishment and expansion of their trading 
organizations. This access is of course enor- 
mously facilitated by their ability to allocate 
patronage payments in forms other than cash, 
thereby actually retaining the funds within the 
organization. These funds, as co-operative 
officials freely concede, represent a crucial 
factor in their having achieved such a remark- 
able rate of growth since World war II and this | 
may well be much more important as an explanation 
of their generally increasing share of total 


sales in markets where they operate, than the 


steady improvement in managerial efficiency which 


has been achieved within the movement." 
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1 SECTION III 
9 CO-OPERATIVE INCOME | 
3 and 
4 THE NATURE OF PATRONAGE DIVIDENDS 
5 

Co-operatives are not charitable organizations, 
°| they are corporate entities organized for the gain of 
| their members. Co-operatives own property, enter into 
‘ contracts, incur debt and transact business in their own 
| name, taking all of the risks of profit and loss. They 
ri earn income which is primarily the income of the business 
1 and have interests distinguishable from those of their 
-| individual patrons and they retain profits within their 
3 organization to finance growth. Co-operatives are 
| organized in perpetuity and their members have limited 
* liability. Co-operative associations file income tax 
7 returns and enjoy all the services provided by the state 
f and paid for by taxation. 
a These are all striking points of similarity 
”| between co-operatives and ordinary corporations. 
1 The only point of dissimilarity between the two 
* types of organization is the manner in which they distribute 
22 

their profits. 
23 
The ordinary business distributes in its propor- 

- tion to the amount of capital risked by the shareholders; 
— the co-operatives in proportion to the volume of business 
“ done by the members. 
s This one point of dissimilarity seems 
- exceedingly illogical as an explanation or justification 
* for the wide disparity in the collection of co-operative 
30 


profit as tax. 
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1 Co-operative spokesmen deny that they earn 
2) profits and propound two main theories of exclusion in ; 
| 
3, support of their position. They may be referred to as the 
4 ‘agency' theory and the 'price adjustment' theory. 
5| } 
aes ' AGENCY ' THEORY | 
6 | 
The 'agency' theory holds that the co-operative | 
7| 
is merely the agent of its patrons and that when there is 
8 
| an excess after it has paid its expenses on behalf of the 
9 | 
| patrons, it 1s legally obliged to distribute that remainder 
10 | 
to them. It acts, supposedly, simply as a trustee when 
11 : 
| it takes legal title to their products in order to 
12 | 
| facilitate sales. | 
13 | 
Mere observation shows that many co-operatives 
14) 
have departed completely from the original ‘agency' basis | 
15 . 
| of doing business and carry on business for profit in just. 
16 | 
the same way as joint-stock companies do. This is a | 
17 
' | particular characteristic in co-operative organizations 
13, | 
where the profits earned in the course of a year arise from 
19 | 
a great diversity of commercial projects, most of which 
20 
bear no direct relationship to the purpose for which the | 
21 | 
| organization was founded. | 
22 
Any organization that pays dividends and 
23 
accumulates reserves, as a co-operative usually does, can 
24 
hardly be regarded as a mere legal agent for its owner- 
25 
patrons. 
26 | 
For instance, if a 'marketing' co-operative were 
Zi 
to sell the product of each particular member and then 
28 
account to each for the gain or loss on his specific sale, 
29 


the fact of 'agency' might be established. Or, in the cas 
30 
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1| of a 'purchasing' co-operative, if each patron were to 
2|| determine where, to what extent, from whom, and upon what 
3| terms the goods he wanted were to be obtained, there could 


be 'agency'. But neither 'marketing' nor 'purchasing' 
4 


Al co-operatives ordinarily operate in these ways. The 


6| patronage dividend to any one member is not dependent upon 
7 his individual transactions with the co-operative but | 
3| upon all his dealings throughout the year. The member is 
of a joint venturer in a corporate business, as is a stock- 
101 holder in a business corporation (Robert T. Patterson 


11' "The Tax Exemption of Co-operatives" p. 72). 


12 | In those cases where a true ‘agency' relationship 
13) exists and the co-operative carries on business at cost, 

ial and does not evolve into a trading organization, the 

15 / exemption from tax 1s not attributable to any provision 
iglof the Income Tax Act. [t arises because such enterprises 
17| do not earn any 'profit' within the legal definition of 

18 | this word. When a corporation, co-operative or otherwise, 
19, realizes a gain from capital, labour, or a combination of 
99 | both, including profit from the sale or conversion of 

91) capital assets, then it can be determined to have income. | 
92 To the extent that 'trading' co-operatives are organized 


93\| for the gain of their members and earn profits from 


24\| trading ventures they do have income. 


25 
hee 'PRICE ADJUSTMENT! THEORY 
26 
271 Probably the most influential arguement of the 


28 || co-operatives is the 'price-adjustment' theory which 


29|| asserts that the co-operative transacts its business at 


30 || cost and that its patronage dividends are simply an 
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1| adjustment in the prices of the products it sells to or 
2\| buys from members. This theory fails to take account of 
3, the fact that co-operatives are, in actuality, separate 


4| as business entities from their patrons; that there is 


5| an owner relationship as well as the patron relationship 
6| between co-operatives and their members; and that the 

| transactions of successful co-operatives result in a gain 
8 | or profit; the net margin or the patronage dividend is 
g| all or some part of that profit, and it is being distri- 
10| buted or allocated to the members as the true owners of 


11 the business. 


12 | In this sense there is no clear-cut difference 
13) between patronage dividends in general and the dividends 
14; of ordinary corporations. The fact that patronage divicsee 
7 are paid to patrons who are also stockhoiders, does not 
16 make them anything other than a distribution of profits. 
17 Co-operatives are organized to increase the gain of their 
1g) members and to the extent tnat they do so, they nave 

_ profits. A rebate is actually such only if paid to a 

90 || person whose interest is adverse to that of the business 
91) Which pays it. One point of significance is thav the 

sa gain of a ‘marketing'co-operative arises from transac- 
93| tions with those to whom it sells the products of its 

94|| members; the gain of a 'purchasing' co-operative arises 


25| from its dealings with those from whom it purchases. 


26|| But the patronage dividend is not paid to the person or 


i 
97| firm from which the gain is derived (Robert T. Patterson 
: | 
ag | "The Tax Exemption of Co-operatives’ p. 71.). It is 


29 distributed to its member shareholders just as in the case 


| 
30|| of ordinary corporations. 
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1 The co-operative claim that they have no income 
2| has been rejected by the McDougall Commission on Co- 

3| operative Taxation in 1945 and the claim finds no support 
4| other than that from co-operative partisans. The Income 


5 Tax Act itself, recognizes the fact that co-operatives do 


6| have income and to that extent it is our view that they 

/ should be subject to an equitable form of taxation. 

al The issues were again well summed up in the 

9| publication “Recent Growth in Canadian Co-operatives’. 

10. The author stated at Page 36:- 

11 "It is a basic aim of co-operative enter-| 
Py prise to operate on a non-profit basis on behalf| 
13| of their members. Sometimes they succeed from a 
Mt legal standpoint and sometimes they do not. As 
is! pointed out earlier, they do succeed legally 

a where an 'agency' relationship with their aie 
7 can be established. Where they do not succeed, 
‘al and are deemed legally to earn profit, they 

19 nevertheless contend that such profit is not 

| 

20 | comparable to that of ordinary corporations, 

a1 | being really in the nature of a 'price adjustment ' 
al This view not only finds no support in the 

93 | Canadian Income Tax Act but was rejected outrigh 
24 by the Royal Commission on Co-soperatives, which 
25 || conceded that a concept of "mutuality" might 
26 originally have provided strong support for the 
27 view that co-operatives could earn no profit, 
28 but then noted that the concept of mutuality was 
29 scarcely applicable to Canadian co-operative 


30 business in recent times. In other words, they 
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1 were viewed as earning profit from trading ven- 
2| tures undertaken. Nor does the view that co- | 
3 operatives' net surplus is not profit find much 
4 Support outside the movement itself. As a recent 
s| careful study has stated this matter, it is | 
6 rather that co-operatives are organized to | 
| increase the gain of their members, and to “he 
3| extent that they do do, they have profits. A | 
9) rebate is only such if paid to a person whose : 
10/| interest is adverse to that of the business | 
| which pays it. It is further noted that the i 
re source of the patron-member's real gain is the | 
13 | transactions of their associations with others | 
1a) whose interests are adverse to theirs. Their 
15! interests, like those of the stockholders of an 

| 

16 | ordinary corporation, are furthered by the 
17| operations of a separate and distinct business | 
18 | entity (Section underscored by R.M.A.)." 
19| 

20 
21 | 
22 | 
23 

- | 

26 

27 

28 
29 
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SECTION IV 
ROYAL COMMISSION ON CO-OPERATIVES - 1945 
3 
In the years prior to 1944 there was considerabl 
4 
dissatisfaction among both business and individual tax- 
5| 
payers because co-operatives were not paying their fair 
6) ; 
; share of the taxation load. As a result the McDougall 
7| 
| Royal Commission was set up and directed to inquire into -- 
8 
"a) The present position of co-operatives in 
9} 
\ the matter of the application thereto of the 
10 
| Income War Tax Act and the Excess Profits Tax 
11) 
} Act, 1940, and 
12 
b) The organization and business methods and 
13] 
| operations of the said co-operatives as well as 
14/ 
any other matters relevant to the question of 
15] 
| the application of income and profits tax 
16 | 
measures thereto, and 
17 || 
} c) The comparative position in relation to 
18 
taxation under the said acts of persons in any 
19 
line of business in direct competition with co- 
20} 
operatives, 
21 | 
and report, insofar as the same can conveniently be done, 
az 
all facts which appear to them to be pertinent for deter- 
23 
mining what would, in the public interest, constitute a 
24| 
just, fair and equitable basis for the application of the 
25 
Income War Tax Act and the Excess Profits Tax Act, 1940, 
26 
to co-operatives and persons other than co-operatives in 
ys 
respect of methods of doing business analogous to co- 
28 oa 
operative methods, such as the making of payments commonly 
29 


called patronage dividends and to make such recommendation 
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for the amendment of existing laws as they consider to be 
justified in the public interest.” 


Three recommendations of the Commission were of | 


| 
{ 


major significance. In condensed form, they are: - 
4) That the tan be amended "to provide for | 
the taxation of co-operative associations and 
organizations on the same basis as other 
persons"; 


ii) That co-operatives, ordinary joint-stock 


companies and others be allowed to deduct amount $ 


| 
paid as patronage dividends provided that they | 


were paid in cash or its equivalent within six 


months; | 
tit} That newly formed co-operatives be 
granted a three-year tax exemption. 

The present legislation dealing with 
patronage dividends and the tax exemption of new co-opera- | 
tives is partially the result of these recommendations 
with the exception of 75 (4) (f) (ii) which was a major 
Amendment introduced in 1948. This Amendment, which we 


believe is largely the result of representations made to | 


“forced loan" method of dealing with patronage dividends 


t 
| which has been described elsewhere in this brief, | 
| 
| 


It will be interesting to examine the extent to 
which the expressed aims of the Royal Commission's 
recommendations have been achieved. The Legislation based 


on the Commission's recommendations was introduced in 1946 


and with the exception of the Amendment, to which we have 
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¢ 


+7. reterred, has remained in substantially unaltered form 
9] until the present day. 

3 The key recommendation - "That co-operative 
4|| associations be taxed on the same basis as other persons” |- 
| gives cause to believe that the Commission intended that 
6| @ co-operative and a corporation earning a similar profit, 


7 Should at the end of the fiscal year, have approximately 


g| the same tax liability and the same opportunities of 


g| limiting that liability. 


10 | In practice, this objective is far from being 
11|| realized. 

it The two recommenations which followed (1i) and 
ie, (111) have created a tremendous amount of confusion in 


14) the public mind as they are obviously inconsistent with 


15] the first (1). 
! | 
16 | It has been clearly demonstrated that co-operatives 


17|| can minimize their tax liability by the declaration of 
18|| Patronage dividends in a manner which is not practical for 


the purposes of investor-owned businesses. The 1948 


— 
ve) 


20 Amendment provides co-operatives with a convenient vehicle 


by which these tax-free dividends can be reinvested and 


bo 
— 


22|| pyramided into capital for a myriad of activities. 


23 | The 3 per cent limitation in regard to capital 
24|| employed (Section 75 (3)) seems to have been intended as 
25] a provision to ensure at least some tax contribution from 
26|| co-operatives. It is evident from an examination of the 


27|| average rate s of tax being contributed by co-operatives 


28 | today that this provision falls far short of what is 


29,\| required to establish any measure of rough justice. The 


30) three-year tax exemption for new co-operatives (Section 
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1| 73 (1)) based on the recommendation of the Commission is | 
2 contrary to any principle of equality. It constitutes an | 
3|| extreme and indefensible form of ise Pinte in favour 
4| of new co-operative enterprise and should be rescinded. 

5 The point was conclusively dealt with in | 


6 "Recent Growth in Canadian Co-operatives" Page 33: - 


7 "It will be recalled that Section 73 (1) | 
3 provides that no tax is payable on the taxable | 
9 income of a co-operative ror each of the first 
10 three taxation years after its commencement of 

: | 
11| business. This provision is based on a recommen 
12 dation made by the Royal Commission on Co- 
13K operatives in its 1945 Report in respect to 
14) representations that "in their early years, their 
15| (Sie. co-operatives) financial difficulties may | 
16) be greater, on the average, than those of 
17| Similar ordinary companies". At the present | 
a Stage of development of the Canadian co-operative 
19 | movement, where skilled managment and strong 
20 financial support are commonly made available to 
~ newly organized enterprises, there is simply note 
22 adequate evidence to support such a Zeneralization. 
23 t would be just as plausible, and as Wo et 
ad to advance precisely the opposite contention. | 
25 This being so, it follows that Section 73 (1), | 
26 applying solely to co-operatives, is discrimina- | 
27 tory both in form and in fact, and this is surely 
28 one area of taxation in which conflict between 
29 co-operatives and ordinary corporations might 


30 well be reduced, either by extending the provisions 
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TnOWVe. Birranie } Bhi. 
1 of Section 73 (1) to all corporate enterprise | 
2 (co-operative and ordinary) or by repealing ; 
3 the legislation.” | 
4 

| SECTION V 

> THE SCOPE OF CO-OPERATIVE BUSINESS 
6| IN CANADA | 
7| A. TOTAL BUSINESS VOLUME 
8. As a retail association, we are of course 


9) primarily concerned with the tax-subsidized competition 
10. of co-operatives in the distributive industries. However, | 


1 to properly assess the scope of co-operative activities in| 


! 


12| Canada, first consideration should be given to the total | 


13 | dollar volume of co-operative combined business ventures. 


| 
} 
if 


ie 2 1960-1961 TRADING DOUBLES 1947 

°) Total business done by all types of co-operatives 

eT reporting for the crop year ending July 31st, 1961, | 

" amounted to $1.470 million, an increase of $72.0 million | 

a (5%) over 1960. (Table VI). | 

* This volume represents a doubling of the 1947 | 

20 | | 
| figures. (Table VII) | 

a uae FIVE-YEAR GROWTH RATES | 

“ The most pronounced growth has been witnessed | 

* in recent years. Between 1957 and 1961 co-operative 

my ete have increased by 28 per cent, marketing sales by 

- 25 per cent and the sale of merchandise and supplies by 

a 38 per cent. (Table IX) 

The co-operative share of sales of farm products 

“ in Canada in 1960 was 33.3 per cent of the total (Table 

29 
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| & FIVE YEAR AGGREGATE ! 
| For the five year period from 1957 to 1961 the | 
3 total sum of co-operative business amount to $6.5 billion, 
"| This gives rise to two questions which are going to requize 
5) considerable probing: | 
°| a) To what extent has this business been | 
" subsidized by the Federal Treasury? (A subsidy | 
can be just as effectively granted by failure | 


to collect tax as by the payment of cash). | 
b) To what degree is co-operative zrowth 
attributable to special tax treatment and what 
is the effect on their fully taxed competitors? 
While it is extremely difficult to estimate 


the dollar value of tax concessions ta co-operative 
organizations over any given period of time, it has been | 
well established that co-operatives do nave income and 

as such, they realize profits which are substantial in 
relation to the total volume of co-operative business in 


Canada. On these profits they make only token payments 


of income tax. 


It is not possible to state that all of the gains 
in business volume which co-operatives have achieved can | 
be attributed to taxation advantage. However, to the 
extent that co-operatives enjoy tax privilege, it is 
reasonable to state that a significant proportion of the 
unusual growth rates which co-operatives have enjoyed in 
recent years is so attributable. 


One thing is eminently clear. Any form of 


business activity with annual sales amounting to $1.5 
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1 billion is no longer uependent upon special tax privileges 
2| to exist and prosper. Co-operatives can grow and prosper 


3] under tax equality to the same extent as their business 


4|| competitors. This suggestion does not imply disapproval 
5| of the co-operative movement. Co-operatives can still 


6| perform their function without unfair tax advantages. 


. 
| 5B. CO-OPERATIVE SALES OF MERCHANDISE 

8) AND SUPPLIES 

9) The rapid growth of cc-c :ratives to a share of 

10; One-third of the nation's total marketing of agricultural | 


11] products is an established fact. The more recent develop- 
I ment of co-operative merchandising (and wholesaling) 

13; organizations gives cause to believe their rate of growth 
14/| will be even more spectacular than that of marketing 

15|| co-operatives. 


16% L- STATISTICAL COMPARISON OF GROWTH RATES 


Sales of merchandise and supplies by cocoperasives 

18|| amounted to $392.1 million for the crop year ending July 

19 | 31st, 1961, compared with $365.7 million in 1960, an increase 
| 


of $26.3 million (or 7.2 per cent) (Canada Department of 


i) 
Oo 


a1 | Agriculture "Co-operation in Canada 1961" p. 5). By 


22) comparison retail sales in Canada for the year 1961 


ye increased by a mere 1.0 per cent (Dominion Bureau of 


94 Statistics "Retail Trade - Decemger 1961" p. 12). Increase 


25| in the wholesale trade as 1.5 per cent (Dominion Bureau 


26| of Statistics "Wholesale Trade - December 1961" p. 3). 


Leading provinces for co-operative sales of merchandise 


278) and supplies were Quebec $90.5 million, Saskatchewan 


29 $382.8 million, and Ontario $74.5 million. The range of 


30} commodities sold were foo * oducts, clothing and home 
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furnishings, hardware, petroleum products and auto access- 
ories, feed, fertilizer and spray materials, machinery and 
equipment, coal, wood and building materials and 


miscellaneous. (Table X) 


We have previously referred to the increase of | 
38 per cent in merchandising sales for the period 1957 to 
1961. This compares with an increase of 12.3 per cent in | 
the retail trade of Canada for the same period (1962 Canada 


Year Book - Domestic Trade and Prices - p. 570, Dominion 


Bureau of Statistics - Retail Trade - December 1961 - * 
: 
D. 8, Percentage rate calculated by 2.M.A.) and 15.6 per | 


cent for the wholesale trade (1962 Canada Year Book- 
Domestic Trade and Price - p. 868, Dominion Bureau of 
Statistics - Wholesale Trade - December 1961 - p. 3, 
Percentage rates calculated by R.M.A.). 

In almost all sections of merchandising in which| 
co-operatives compete, their sales have outstripped and | 
in some cases far outdistanced the growth shown by total 
Canadian sales. Examples of areas where co-operatives 


ee 
cone 


have achieved much better than average results are in 
hardware trade (since 1958 co-operative sales have 
increased 40 per cent against an increase in total Canadian 


sales of 8 per cent); in the clothing and home furnishings | 


trade (since 1945 co-operative sales have increased 300 


per cent while total Canadian increases have been 200 per 


cent); and in the wood and building material trade (where 


in the post-war years the record has been similar to that 


in the clothing and home furnishings trade) (Canadian Tax 


Foundation ‘Recent Growth in Canadian Co-operatives" p, | 
si 
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1 From the standpoint of distribution there is 

9|| another area of co-operative activity which should be 

3] considered. This is the ners of co-operative whole- 
4| gales which are federations of local co-operatives who 
5; act as central marketing agencies for farm products and 
6| 2s wholesalers of farm supplies, machinery and consumer 
7| goods. The wholesale associations had assets amounting 
gi to $86,473,000 in 1960, of which members! equity 

9 | represented 40 per cent. Total sales of supplies and 
10 farm products by these associations amounted to $295 

| million, an increase of 4 per cent over the 1959 total. 
12 In the recent publication of the Canadian Tax 
| 
13 Foundation entitled "Recent Growth in Canadian Co-operatives" 
14 (published in 1962) Professor R. Craig McIvor of McMaster | 


15|| University, the author, had this to say about cc-operative 


| 
| 


16| wholesales at Page 25: = 


17 | "In relation to the growth in the total | 
18. wholesale trade (1953 - 1960), the rise in the | 
A trade of co-operative wholesales has been tremenr 
aa dous. In flour, feed and fertilizer, the co- | 
ay operative wholesales! most important commodity 
22| category, sales doubled while total Canadian 

os wholesale trade increased by only 13 per cent; 

24 in gasoline, oil and auto supplies, the co- 

25 operative sales likewise doubled as against the | 
26 Canadian sales rise of 62 per cent; in machinery 
27 hardware, and equipment sales more than doubled 
28 as against an overall 16 per cent increase; 

29 comparable rates for grocery sales were 207 per 


30 cent and 60 per cent; for coal, wood and buildin; 
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materials, 100 per cent and 40 per cent; for | 
clothing, drygoods and home dacsisutaoes 138 per! 
cent and 26 per cent. These extraordinarily | 


high rates of growth in co-operative wholesaling 
figures are in part explained by their relatively 
small base but in economic terms they reflect the 


rapid expansion of the merchandising activities | 


of local co-operatives (especially as this se 


ment acquires an increasingly urban aspect) and | 


10 the rising proportion of the locals’ merchandise| 
: 

} 

| 


11 requirements which the wholesales are able to | 
12 provide through the increasing diversification 
13 of their operations (including their manufactur 
14| ing operations). Between 1953 and 1960 their | 
15 aggresate sales rose from approximately 2 per 
16 | cent of total Canadian wholesale trade (in the 
17| relevant commodity classifications) to approxi- | 
18 mately 3 per cent.” 
| 

19| 2: 

THE SIGNIFICANCE OF CO-OPERATIVE GROWTH IN MERCHANDISING 
20 TRADE 
a] Co-operative spokesmen often claim that co- 
22 operatives perform a relatively small percentage of the 


23 total retail business (less than 3 per cent) done in 


24 Canada. They infer from this that any taxation advantage | 
25 conferred on co-operatives is not very significant. 
6 This has been the chant of co-operatives since | 
27 early settler days and the present version of this claim | 
28 ignores the fact that we are living in a world of change 
29 and in an eara when income tax has become the major 


30 | expense factor in the operation of competitive privately 
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1 owned business. It also fails to appreciate the hard 

2) facts of competitive survival which dictate that dynamic 
3] competition can maintain only as long as there is fair, 
4 just and equal treatment for all contestants. 

5\ Most co-operative associations are no longer 


| | 
| 


6) mere neighbourhood groups of individuals working together, 


7; combining their talents and their judgment and purposes 
g | under their own direction to co-operate for mutual | 
| benefits. They have grown to maturity, engage the sien 
10| of competent staff, employ the sophisticated techniques 
11) of alert management, transact a large proportion of the 
12) nation's business and continue to enjoy vast income tax 
13|| advantages over their fully-taxed competitors. 

14 To properly assess the real impact of co-operative 
15 tax privilege, you must look at the total volume of 
business performed by co-operatives. Is it not rather 
17|| misleading and unfair to dissect this total into small 

18|| segments of trade and claim freedom from taxation because 
19] "the infant is so small"? 


20 So far as this consideration is concerned, the 


21\| share co-operatives have of retail trade is; admittedly, 


22|| relatively small, but this is by no means the whole story. 
23\| We have shown that their share is rapidly growing and in 

24 | some particular areas of the economy, co-operatives have a 
| 


25|| dominant place in retailing. In the Province of Saskatchewan, 


26| for instance, co-operatives are estimated to have handled 


27|| 8.63 per cent of that Provinces's retail business in 1961 
28 || and have outstripped department stores in sales volume 
29 ($77,695,318 to $67,847,000). This is an excellent 


30 || example of the manner in which 'particular segments' of 
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1| the ‘private trade' can be affected by tax-favoured co- 

2\|| operative competition out of proportion to the extent of /- 
3] co-operative activity in an industry. 

4 The position was well summed up in the a pore 
5| of the Canadian Tax Foundation findings “Recent Growth 

6| in Canadian Co-operatives" Page 33: 

7 "The statistically proved rate of zgrowtn 

8 | in Canadian co-operative marketing, merchandising 
9 and wholesale sales since the end of World War 
ot It has, it will be generally conceded, been 

| striking. Moreover,these sales gains are impres+ 
12| Sive both when measured in absolute terms and when 
13. measured relative to the rate of growth 

ial achieved by competitors in the ‘private’ sector 
15| of the economy. It appears to be a fair 

6. generalizationthat co-operative sales have grown 
a8 a good bit more rapidly (in a number of areas 

13| much more rapidly) than those of their competi- 
19 tors. To put the matter differently, the co- 

20 | operatives in those areas of activity where they 
a1 | compete with 'rivate' enterprise have substantiall: 
22 increased their share of total trade. We have 

23 shown that in the marketing of agricultural 

24 products, the co-operatives' share of total 

25 trade (although not growing as rapidly) is very 
26 much greater than its share of total merehandis- | 
27 ing trade. What is most significant about co- | 
28 operative merchandisin ana _wholesalin is not | 
29 its present small share of total Canadian mer- | 


30 . chandisin and wholesalin a fact to be 
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explained by its relatively recent development 
and relatively limited range of commodity 


roupings traded but its very rapid growth 


throughout its still limited range of operations 


and the severe competitive pressures which it ha 


to bear on particular segment 
of the 'private'trade." (Section underscored 

by R.M.A.) 

May we emphasize that 'consumer' co-operatives 
are relatively new entrants in the field of retailing but 
nevertheless their growth rates in most instances are more 
rapid than national averages. Most significant of all, 
traditional retailers are fully-taxed, often paying ten 
times as much income tax as their co-operative competitors} 


Even if the taxing injustice was as small in scope as 


claimed (which it is not) this would be no reason for | 
tolerating it. Rights and wrongs are absolutely unaffecte 
by dimension. 


3. 
CO-OPERATIVE PLANS FOR THE FUTURE 


In case the Commission has any doubt about the 


scope of co-operative activity in the distributive indus- 
tries and the potential growth of these activities, we 
are going to quote extracts of statements attributed to co 
operative leaders which are not only ambitious but capable 
of fulfillment with the perpetuation of their tax 
advantage. 
s) Brief of the Co-operative Union of Canada 
to the Royal Commission on Price Spreads of Food 
Products - Ottawa, November 18, 1958. Reprinted 


as 'The Case for Co-operatives" 1959 - page 10: 
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2) Mr. H.L. Fowler (1962) President of the 


3) 


i 


“Our contention is that the whole system 


of food distribution should be owned by producer's | 
and consumers co-operatively. We look to the 


t 
{ 


day when producers and consumers will meet and 
establish prices through their co-operatives and| 
| 


thus eliminate the middleman altogether in the 


distributive chain." 


Interprovincial Co-operatives, reported as 


stating: | 
"Co-operatives hope to acquire 25 to 35 | 


per cent of the ‘total business of provi-| 


1 


ding goods used by humans! within the | 


next twenty years.” 
Mr. Martin J. Legere, President of Le 
Conseil Canadien de la Co-operation addressing 


the Annual Meeting of the Co-overative Fire and 


Casualty Company and Co-operative Life Insurance | 


Company - Reported by the Western Producer, 
March J4, 1963: - 

"Within 25 years Credit Unions should have 

6 million members and own assets of from | 

#8 to $10 billion; Producer Co-sperabiveas 
should double their business to $4 pillior: 
Consumer Co-operatives should boos their 
volume to $2 billion annually; a growth 
from 2 per cent to 25 per cent as the 


Co-operatives' share of the nation's total 


oil business.” 
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Ae 
ORDINARY BUSINESS CANNOT COMPETE WITH A GOVERNMENT TAX 
SUBSIDY 


In the light of these statements any attempt to 
excuse co-operative tax advantage because of its present 
volume seems to be unrealistic. It is our belief that the 
fault in our taxation system is a severe one and its 
adverse effects are constantly growing as long as it is 
perpetuated. Ordinary businesses are always prepared to 
meet any competition that is waged on the basis of 
efficiency, price or other normal competitive factors. 
They cannot compete with what amounts to a government tax 
subsidy. 

It has been said and it bears repetition that 
the total volume of oonsumer goods sold in any specified | 
period of time is dependent entirely upon the consumer 
requirements during that given period of time and not upon 
the number or nature or class of people or business 
concerns merchandising such products. Co-operatives add 
nothing to or take nothing away from that volume but 


every percentage increase in co-operative volume {inevitably 


means a similar percentage decrease in the volume handled 
by their taxable competitors. 

To put it another way, any increase in co- 
operative distribution of consumer goods measurec in terms 
of percentage of the total volume of national sales 
results in a material lessening of available national 


revenue. 
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t SECTION VI 
2 A. CONCLUSION 
4 It has been the purpose of this Submission to 


4) direct the attention of the Commission to the fact that 
5| our present Income Tax tkiWevation is inequitable and con- 
6| fers tremendous tax concessions on co-operative associa- 
7| tions to the detriment of their fully-taxed competitors. 
gi This is a matter of grave concern to the retailers of 

g| this country owing to the unfair competitive advantages 
10| granted by our tax laws to co-operative trading organiza- 
11) tions which are highly concentrated in the distributive, 


12|| marketing and service sectors of the economy. We are also! 


13| firm in our opinion that this inequitable situation is 
14| uneconomic in its relationship to the national welfare. 


It involves the misallocation of the nation's resources, | 


16|| 2 loss of revenue to the Federal Treasury and shifts the 


17|| tax burden to the shoulders of other taxpayers. 


Co-operatives are flourishing and expaning in 


their realm of activities at anes of growth which exceed 
national averages. Their outward signs of prosperity are 
Sully backed up by real financial success. No case has 

been made out to show that co-operatives are a superior 
form of business or more efficient than other businesses. 
Alternately there is conclusive evidence to show that the 
extraordinary growth of co-operatives is due not to their | 


efficiency but to the financial advantages which are 


accruing to them under present tax arrangements. 
It has been clearly established that co-operative 
have personalities distinct from thase of their members; 


they are organized for the gain of their members; they earn 
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1] income and allocate their profits to owner-patrons. The 

2) return to any one member is not simply a repayment of the 
3], overcharge made to that particular member, it represents 

4|| the result of and the profit on all the co-operative 

s| trading ventures. The co-operative member just like an 


6 investor in an ordinary company, participates in the 


7 trading fortunes of his co-operative. 

8 We suggest that these are valid reasons for 

g| requiring co-operative organizations and their members to 
10 Shoulder their share of the tax load and we add that tax 
11 equality does not imply disapproval of the co-operative 
12 idea. 


13/ In consideration of the relevant importance of 


14 the corporate taxation contributions to the Federal 


15| Treasury it is the view of the Retail Merchants Association 
16 that the only practical solution to the Co-operative - 
17|| ordinary business tax controversy is tax legislation 


18|| amended to impose a fair rate of tax on co-operative 


19) profits. 
20 

| B. RECOMMENDATIONS 
at 


22 We therefore submit the following recommendations: - 


73 cw The repeal of Section 73 (1) of the Incom 
4 Tax Act to remove the discriminatory three-year 

95 tax exemption for new co-operatives. 
6 2) The amendment of Section 75 to disallow tHe 
27 deduction of patronage dividends in the calcula- 
28 tion of the net income of either co-operatives 
29 or ordinary corporations. 
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3) The Neowt nica for tax Pale se of 
patronage dividends in the hands of recipients 
similar to that imposed on corporation dividen 
in the hands of shareholders, granting at the 
same time, equal tax credits or allowances 


which may prevail. 


We believe these recommendations to be con- 
sistent with the principles of justice and equality. 
They offer a solution to the co-operative taxation 
problem and would have the effect of placing co-operatives 
and their members on an equal footing with proprietary 


businesses and their stockholders, 
ALL OF WHICH IS RESPECTFULLY SUBMITTED, 
RETAIL MERCHANTS ASSOCIATION OF CANADA 


(ONTARIO) INC. 


JOHN J. GORMAN - PRESIDENT 
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SECTION VII 


Estimated Retail Trade 
by Provinces and Kinds of Business 
January to December 1962 


Estimated Retail Trade 
- Chain and Independent - 
by Kinds of Business - Canada - Ontario 


Number of Retail Stores and 
Employment in Retailing 


Retail Trade - Corporation Statistics - 
1960 Taxation Year 


Retail Trade - Business Proprietors - 
1960 Taxation Year 


Co-operative Associations Reporting 
by Provinces for the 
Crop Year Ended July 31, 1961 


Growth in Marketing and Purchasing Activities 


Reported by Co-operatives in Canada, 
1932-1961 


Co-operative Share of Sales of 
Farm Products, Canada, 1960 


Comparative Summary of Co-operative Assets, 
Marketing and Merchandising Sales in Canada 


1957 and 1961 


Value of Supplies and Merchandise Sold 


through Co-operatives in Canada by Provinces 


For the Crop Year Ended July 31, 1961 
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